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The interests and the desires of the average citizen regarding 
most public questions are identical. Of paramount importance 
among these is the regulation of the financial systems of govern- 
ments and municipalities upon an economic, uniform, and scientific 
basis. There can be no issue raised, nor is there nowadays any 
partisanship over such a public question. All political parties 
now agree upon it, as it involves the economic welfare of the en- 
tire body politic. Writers upon economic philosophy or political 
economy generally agree that “economics,” so-called, involves 
questions of what it will actually benefit men and governments, 
in the immediate future, and more especially in a material and 
secular sense, to do. How best to attain permanent and steady 
growth in the wealth of a state or community certainly concerns 
every member of it. In the case of business enterprise the best 
growth is brought about by close study of methods of efficiency. 
Men have been so occupied in this comparatively new country 
with the concerns of business growth and personal wealth, that 
the attainment of scientific methods for their various govern- 
ments, municipal, state and national, is only in its early stages. 
There is therefore plenty of room for contributions to its cause. 

The object of the present article is to contribute to and to 
advocate the most up-to-date ideas upon municipal accounting con- 
trol and cost of operation, and the application to them of the 
science of accountancy. It is of comparatively recent date that 
the science of accounting control, as developed by commercial 
demands, is being gradually realized to be equally applicable to 
governments, if the functional differences existing between gov- 
ernments and business are considered. Although the ultimate 
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objects of government and business are widely different, many 
of the immediate objects are identical. The application of scien- 
tific accountancy, however, involves certain radical changes from 
old ideas, but is being seen to be a policy of conservatism for 
public finance. The last things for men to change are, as a rule, 
their opinions. Hence, incontrovertible facts must be established 
to prove the value of change in methods. Such facts are brought 
out by the revelation of government statistics, which point out the 
needs of government, and what is best and most profitable for 
them to do, and how the various elements of economic life are re- 
lated to each other. Therefore the national government attempts 
to collect these statistics, in analytical form, to help the cities to 
govern themselves upon the best principles. Total results and 
comparisons are inefficient. When, for instance, the question of 
public ownership and operation of public utilities first began to 
enlist public attention, to compare the results with private opera- 
tion, the value of analyzed and comparable statistics was realized, 
and governmental “cost accounting,” as then kept, was found 
valueless. Public policy and growth of population may compel a 
government to go into enterprises and maintain public utilities, not 
successes financially. In such cases the analytical record and study 
of all the component elements of the expense of operation and 
maintenance may reveal unexpected causes of loss and lead to 
such change of organization and method as will produce much 
different results. 


THE FINANCIAL PosITION oF LARGE CITIES 


Aside from the detailed information needed by departmental 
Officials, a leading subject of information needed by any large 
city’s general fiscal officers is the true basis for borrowing the 
moneys to be raised. This basis in the past has rested solely upon 
the valuation of the assets or properties of individual taxpayers ; 
i. e. their tax valuations, a certain percentage thereof being 
required to represent the value for debt incurred, represented 
by the “ fixed liabilities” of the city. Such is the “ debt limit” 
basis fixed by law for municipal solvency and depending exclu- 
sively upon the “ credit” of its citizens. Under such laws, bor- 
rowing for expenditure can go on increasing and be kept up to 
the legal limit, as long as the property values of a growing city 
increase by the population’s increase, irrespective of whether the 
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borrowing is justified, or whether full value is represented in 
the expenditure represented by the debt created therefor. In 
New York for instance, and probably elsewhere the rate of in- 
crease in per capita debt is greater than the rate of the population’s 
increase, while interest upon funded debt shows the highest per 
capita cost of any branch of annual expense. 

Whether expenditures represent value received, and what is 
the true financial position of the city, has never been known in 
Greater New York, nor in most of the large cities of the United 
States. Ascertainment of the margin of “ debt limit” is far from 
ascertainment of financial position. Even the charter laws have 
not heretofore required it, thus putting the fault up to the law 
makers. 

The provisions of the old Charter of Greater New York re- 
lating to a “ financial statement” are mii so far as requiring a 
comprehensive statement of the entire financial affairs of the cor- 
poration. Section 161 is the only reference to this and requires 
publication of an annual statement of cash receipts, their sources, 
and their disbursement, and the cash balance in the city treasury ; 
details of appropriations made, purposes of and amounts actually 
expended under each, and moneys borrowed for the year. And 
“ expenditure ” here means “ payments.” To a business house 
this would be simply an account of, or very elaborate exhibit of, 
the in-and-out flow of cash, which is limited in its control over 
finances. There is no mention in the old Charter of “assets,” 
nor of “ liabilities,” nor of current net revenues, although annual 
reports of the City now contain the additional information as to 
sinking fund cash, and a statement of bonded debt and goes as 
far as to include also “ contract liabilities,” but no others. 


MunicipaL Assets, LIABILITIES AND SOLVENCY 


Further illustration of the confusion existing among municipal 
accountants in the past, as to the significance of complete financial 
information, lies in the fact that there has been wide divergence 
of opinion as to what elements should enter into any summary of 
governmental assets and liabilities, or of a statement of operating 
revenue and expense, or “expenditure,” and further dispute as 
to whether financial transactions should be upon an accrual or 
upon a “ cash basis,” and as to what really constitutes the solvency 
of a municipality. 
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To make a comparison, let us cite a test of “ solvency,” or of 
good financial condition for a large commercial industry. Such a 
test, irrespective of whether a dividend is earned or not, is for its 
Balance Sheet to show, first, that the value of net “ current 
assets ” is at least equal to outstanding bonded debt ; second, that 
the sinking fund assets are sufficient to provide for the amortiza- 
tion installments required therefor; third, that the value of all 
other assets, whether fixed or otherwise, are at least equal to the 
capital investment (or capital stock) of the owners, in order that 
no capital impairment has taken place by expenses or losses. 

It should be likewise with municipal assets and liabilities: 
some test of solvency is just as vital, and some summarized finan- 
cial statement of affairs showing it should be possible. For the 
municipal bondholders of the future there should be a means 
of showing the value behind municipal bonds, and the economical 
measure of borrowing, with as much reason as for the security 
holders in any corporate enterprise. Such a statement is also a 
guarantee of how moneys raised have been “expended” and 
accounted for to those who provide it. Such a method of financ- 
ing and accountancy also guarantees that a corporation is “ living 
within its income.” This financial policy is as adaptable for a 
state or municipality as for an individual. 

Again, in the creation and maintenance of a sinking fund, in 
commerce, amortization of debt installments are set aside only 
out of “ net revenue ”; that is after all operating expenses and all 
interest is met out of earnings, or gross revenue. Under old New 
York laws if a municipal sinking fund had sufficient assets at any 
period to liquidate bonded debt, this of itself was no sign of 
either municipal solvency nor of economy of either operating or 
investment expenditure; for the laws compelled all of the most 
lucrative revenues to be paid direct to a sinking fund, for accu- 
mulation, to liquidate debt, irrespective of whether operative and 
maintenance expenses or interest upon the bonds of any of the 
investment properties producing the revenue could also be met 
from them. Revenues being paid, in gross, direct to sinking funds 
of course gives ample protection to bondholders, but the old 
Charter provides for no financial statement which will concretely 
and scientifically exhibit what economic benefit taxpayers and the 
community at large obtain from the surplus revenues of the city; 
although Section 222 provides for surplus revenues being paid 
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into the general fund through an issue of “ general fund bonds ” ; 
thus attempting to effect such benefits. 

Although all the large cities of the United States are the pos- 
sessors of large wealth and resources, these are not “ capital,” in 
the commercial sense ; yet they are valuable governmental “ assets.” 
Every variety of liability is incurred and large revenues other than 
taxes are earned. With correspondingly large investment expen- 
diture and operating expense there must be, of necessity, methods 
for the further purpose of ascertaining complete and accurate 
costs of all classes of government transactions upon which to 
base accurate estimates of future expenses and outlays upon which 
to fix as well as to limit taxable revenues and bond issues. The 
principles of taxation must be run upon principles of economic 
finance, as it is, in effect, of mutual benefit to a community, rest- 
ing as it does upon the broad principle that the entire population, 
whether property owners or not, are entitled to benefits arising 
from the tax revenues obtained from those who do own taxable 
property. The community contributes the “ unearned increment ” 
and commercial earning power to real estate, and hence are en- 
titled to benefits which equable taxation can bring. 

Excessive bond issues mean excessive annual interest charges, 
to be paid by taxation, and excessive amortization installments, to 
be paid by and to absorb lucrative revenues other than taxes, 
which otherwise would be available for the interest and for re- 
duction of taxation. It is therefore common sense to place some 
limit upon them, and find a system which will determine what ex- 
penditures should be met by bonds. 


SELF-SUSTAINING PROPERTIES 


Limitations of expenditure do not apply as strictly, however, 
to a large city’s raising of funds for commercial expansion, in- 
volving the acquirement and construction of properties which 
eventually become self-sustaining investments. Their net revenue 
pays both interest and redemption installments for the bonds 
issued, and any surplus above such charges is applicable to re- 
duction of taxation. Such issues of bonds, when self-sustaining, 
do not interfere with the debt-incurring powers of the munici- 
pality as a whole, as the amount of the bonds, the proceeds of 
which will represent the value of the properties, are exempted 
from debt which is included within the legal limit of municipal 
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indebtedness or bonded liabilities, leaving all other taxable prop- 
erty values (as well as “ city assets”) to be the economic basis 
upon which all other bonded debt rests for security, This 
condition of finance is continuous, i. ¢., as soon as each new in- 
vestment property or municipal industry or utility (or collection 
of properties taken as a whole), becomes self-sustaining, as shown 
by statements of net revenue, there is released just so much more 
debt-incurring power, to the amount of the principal of the bonds, 
which are then added to the margin of existing debt limit. The 
net revenue of the properties can amortize the principal, 1. e¢., re- 
deem it at maturity by accumulation in a sinking fund. Pending 
the productiveness of the new investments, the interest and install- 
ment charges must of course be met out of the tax revenues of 
the municipality, the principle of the bonds being then included 
in the total debt computation, and reducing the margin. 

A step towards a better exhibit of financial condition has 
been made in New York by the law which became operative Jan- 
uary I, 1910, for the self-sustaining investment properties,— 
Docks and Subways,—pursuant to provisions of the amendment 
to Section 10, Article 8 of the State Constitution. 

This law has, in turn, brought out forcibly the necessity of 
revision of accounting system to the end that an exhibit and 
statement of the “current net revenue” of such properties can 
be readily and accurately obtained, verifiable, however, by sum- 
mary or controlling accounts which reflect the results shown by 
subsidiary records of the detailed operating expense and revenue. 
“ Current net revenue” cannot be based upon receipts and pay- 
ments, which is the basis upon which old Charter laws are 
founded. 


UNIFORMITY OF SYSTEM 


The fiscal officer of any state or municipality is generally called 
the “ comptroller.” The word is derived from the French—con- 
trerolle—meaning the copy of a roll of accounts, by which to 
check, to govern and control. Ina city of the size of Greater New 
York, with its large population and vast financial resources the 
Charter gives the general management and supervision of finances, 
as well as the controlling governmental functions to a central body 
called the “ Board of Estimate and Apportionment,” composed of 
the Mayor, Comptroller, President of the Board of Aldermen and 
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the five Borough Presidents, the latter being also heads of the city’s 
geographical borough divisions. The latter are, in carrying out 
the various subsidiary financial functions of the city government, 
similar to the various ‘ Departments ” presided over by commis- 
sioners. The city’s revenues are managed by sinking fund com- 
missioners, composed of the Mayor, Comptroller, Chamberlain, 
President of the Board of Aldermen, and chairman of the Finance 
Committee of the latter body. 

In view of the public movement for Charter Revision it should 
be of interest to know the direct bearing upon city finance and ac- 
counting of present Charter laws. 

When the accounting for and the audit of finances is looked 
for the Comptroller, with his officers, are directly responsible, 
which is conferred by the following Charter provision, part 
of Section 149: “ The department of finance shall have con- 
trol of the fiscal concerns of the corporation. All accounts ren- 
dered to, or kept in the other departments shall be subject to the 
inspection and revision of the officers of this department. It shall 
prescribe the forms (which implies methods)—“ of keeping and 


rendering all city accounts” . . . These powers are further am- 


plified by Section 149a, which provides that all officials or city em- 
ployes having charge of work done or moneys received or ex- 
pended shall compile, in their respective offices such system of 
statistical record as the comptroller may require. 

Although not up to the requirements of the financial growth 
of the present times, the old Charter establishes certain gen- 
eral and essential principles of accounting for government 
finances, which will be stated later on. 

This power of audit and of accounting control and of re- 
vision is also included and to be retained in the proposed new 
Charter for the City of New York. 

Under the general plan of accounting control now being de- 
veloped the statistical records must balance with or be reflected in 
summary and controlling accounts, set up in the subsidiary “ de- 
partments ” of the government, the same transactions and results 
being in turn reflected, by a system of reports, in the same class 
and titles of accounts set up in the books of the department of 
finance by the comptroller. General uniformity is thus secured, 
which guarantees control. Each separate department or account- 
ing bureau of a government may have systems of accounting and 
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reporting which have virtues of their own and may operate upon 
business principles, suited to the needs of former times, yet if all 
differ from each other in form, in principles of classification, and 
in reporting their results, and are not centrally controlled, it is 
like a business without a head, or army without a general—their 
economic usefulness and power of administration are largely 
wasted, both in the central and administration offices of the sep- 
arate department as well as in its relations to the central govern- 
ment of which the department is only a part. 

The Charter, however, prescribes no financial system. It is a 
legal guide in finance only, and compels an exhibit of the sources 
and disposition of revenues, of disposition and purposes of ex- 
penditure, how to raise by taxation, appropriation and authoriza- 
tion the various city funds; to limit certain classes of expenditure 
and debt ; to regulate the issue, and redemption by sinking funds 
of the bonded obligations of the city. 


PRINCIPLES AND PRACTICE OF FUNDS AND CONTROLLING 
Funp AccouNTsS 


A government of any kind must operate primarily by the rais- 
ing of certain moneys called “funds.” They are similar to the 
funds of commercial accounting only in the general sense of 
meaning moneys raised for a definite object, and practical ac- 
counting for the expenditure of funds has no necessary relation 
to the amount of cash held on deposit for that object. They are 
also entirely distinct in function, principle and practice from the 
sinking funds of either commerce or governments. There are 
principles of accountancy and methods of treating governmental 
funds which differ greatly also in the various states of this coun- 
try. The laws of some expressly prohibit the payment of a claim 
or liability incurred against one fund out of the proceeds of an- 
other, and require these proceeds to be kept intact, and actually 
on deposit to the credit of that fund. Some laws make it a penal 
offense to draw a check or warrant against the fund if in excess of 
the actual cash therein.* Contra to this, again, other states allow 
an official to use any moneys whatever in his control to liquidate 
any government liability.* The distinct trust relation existing be- 
tween officials and the public assumes that the former, however, 


* Department of Commerce and Labor, Bureau of the Census, Special Report on Statistics 
of Cities. 
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will handle all moneys in their control with as many safeguards 
as any private trustee could be expected to do. In the State of 
New York the old Charter laws are restrictive in regard to both 
raising funds and the expenditure thereof for specific purposes. 
The definite provisions are that all moneys authorized to be raised, 
whether by sale of bonds or appropriated from taxes must, in 
advance, be intended for specific and stated purposes and be finally 
expended for those purposes, although such purposes may be both 
of a general as well as special character, the statement of such 
purposes to be decided upon by the governing bodies. 

If for operating expenses, which must be paid for out of the 
tax-budget funds, all supplies (except stores) must be purchased 
for consumption, services must be rendered, and labor performed 
within the calendar year for which the funds were raised and 
appropriations thereof were made. 

The Constitution of the United States, Art. I, Section 9, 
prescribes for the accounting of government funds raised by 
means of annual “ appropriations according to laws made there- 
for.” 

From the point of view of accounting for governmental funds, 
so-called, they are, in reality, only accounts which represent and 
provide accounting control for the total amount of realizable re- 
sources and revenues, whether only authorized and against which 
liabilities may be incurred; or actually in cash, and which may be 
applied to or drawn upon when available for the expenditure pur- 
poses of the fund. For operating the City of New York, for 
instance, funds are classified as the General Fund, for Appropria- 
tion Expenditures, Special Revenue Bond funds, Corporate Stock 
funds, and Special and Trust funds. Fund accounts must also be 
distinguished from the assets and liabilities which ultimately grow 
out of them. These arise when the functions and uses of the 
funds are being carried out in the regular course and execution of 
governmental business. As above stated, the officers and govern- 
ing bodies being in effect trustees, all moneys or funds to be raised 
by them, and by the regular revenue-producing laws, except 
pledges for sinking funds, require distinct acts by the governing 
bodies of authorization, appropriation and allotment to purposes 
prior to expenditure. The function then, of thorough and scien- 
tific accounting demands the creation of separate accounts to con- 
trol fully the amounts authorized, the amount of issues or sales of 
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bonds under such authorizations, and the appropriation under 
distinct accounting titles indicating the purposes of expenditure, 
of the full amounts to be raised by taxation, payable into the 
General Fund. The amounts of cash actually realized must also 
be represented in some total or controlling fund accounts to be 
kept by the general fiscal officer or comptroller as well as by sub- 
divisions of the government called “ departmental ” fund accounts. 
The latter accounts are for the purpose of providing cash allow- 
ances or credits against which to charge payments for labor and 
purchases. Stores, materials and other repair and maintenance 
supplies, permanent properties and equipment are acquired against 
the authority of appropriations and authorizations, to be paid for 
out of the proceeds of bonds sold, Revenue, Special Revenue, As- 
sessment and Corporate Stock, and later from tax collections. 
Sinking funds are provided, to receive direct the revenue collec- 
tions other than taxes, although a certain portion of tax collec- 
tions are also paid into them, due to deficiencies in the laws and 
financial system. The funds themselves represent cash and its 
accumulations which pays sinking fund liabilities, 7. e., Bonded 
Debt and interest thereon. Controlling accounts, however, must 
be provided for all revenue receivable and received other than 
taxes, as well as revenue receivable and received from taxes. 
Liability accounts are also distinct from the “ fund ” accounts, 
and controlling accounts must be provided for the amount of 
liability which can be incurred against each class of funds. 


PROVISIONS FOR THE CONTROL OF EXPENDITURES FOR SPECIFIC 
PURPOSES FROM CORPORATE STOCK AND TAX BupGEeT FuNDs 


For controlling the specific purposes of expenditure of “ bond 
funds,” Section 180 of the old Charter granted necessary powers 
anil provides that “the commissioners of the sinking fund may 
specify in such detail as may seem proper the purposes to which 
the proceeds of the sale of such bonds (corporate stock) shall be 


applied. . . . The moneys received from sales of such stock | 


shall be deposited in the treasury of the city and shall be drawn 
out and paid by the comptroller for the several objects and pur- 
poses provided in said title.” 

Section 226 requires the annual estimates for departmental ex- 
penditures under the tax budget appropriations to be presented 
in classified detail as to purposes and objects. 
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In the absence of cost accounts submitted to the Comptroller 
and governing body of the municipality (or functional account- 
ing), such acounts to reconcile with the fund allowances, and au- 
thorizations there is no method of control for expenditures, hence 
they restrict them, sometimes unnecessarily. Whatever increases 
the amount of a fund account, i. e., adds to its apparent resources 
for specified purposes, requires central administrative action ; for 
example, the transfer of amounts appropriated from one budget 
allowance account to another in the tax budget, or when a cor- 
porate stock authorization has a balance remaining unexpended, 
it cannot be expended for a different purpose than originally au- 
thorized without a new authorization for the new purpose, the old 
balance being rescinded. 

All annual salaries of administration, and the expenses and 
supplies for operation and annual maintenance, should be met 
out of the tax budget, as the cost of corporate stock fund expendi- 
tures must have the added cost of interest for fifty years. Taxa- 
tion pays for all costs ultimately, for all operation and for both 
principal and interest of bonds, less the gross revenues of the 
revenue-producing properties. As hereinbefore indicated there 
is no need for a government or municipality allowing these 
revenues to be absorbed by unnecessary costs. 


FUNDING THE PURCHASE OF SUPPLIES FOR SPECIFIC 
PURPOSES 


The old Charter provisions as to funds to be used for specific 
purposes, whether bond-funds or appropriations of the general 
fund, do not preclude the transfer of the assets of one fund for 
the similar purposes of another so long as the fund expendi- 
tures are under proper control, and there is a replacement of the 
assets, or their equivalent (as supplies by their cost in cash) into 
the fund from which they are taken.* There is no impairment of 
the fund. Materials and supplies can be purchased by or trans- 
ferred to one fund from another, if necessary for its uses, if 
they are on hand and more quickly obtainable than under the 
slow and formal process of preparing, certifying and awarding 
of new contracts. The transaction does not involve the actual 
payment of the moneys raised for the funds, from the City 


* Transfer payments and receipts between funds and fund accounts is a recognized 
classification of municipal transactions by the U. S. Census Bureau. 
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Treasury, being but a simple transfer of cash credit between 
funds, as the cash value of the materials is refunded by a credit 
to the fund transferring them, and a charge to or deduction from 
the other. Such transactions have the same use, and significance, 
as the transfers of budget allowances due to over- or under- 
estimating of needs. 

The Comptroller is provided with the power and direction in 
Section 149 of the old*Charter, of certifying all contracts for pur- 
chases against the funds authorized or allowed for such purposes. 
This is for the administrative purpose of following the available 
or unencumbered balances of all funds of the city. The power 
and function as fiscal officer would be lost if there were no method 
of knowing the outstanding and unliquidated liabilities chargeable 
against budget appropriations and authorizations, either during 
the current year to which they apply or at the close of the year, 
hence these liabilities for purchases must be accounted for, as they 
are incurred, against the specific allowances provided therefor. 

Section 237 of the Charter provides that “any balance of ap- 
propriations remaining unexpended at the close of any fiscal year, 
after allowing sufficient to satisfy all claims payable therefrom 

. may be transferred to the general fund of the city and ap- 
plied to the reduction of taxation . . .”. The Comptroller would 
be unable to determine “all claims payable therefrom” unless 
he accounted for the claims directly against the funds out of 
which they were payable. The subsidiary department would 
also lose control of this information unless all its “ claims” or 
liabilities for supplies and stores acquired were accounted for in 
the same way. 

Section 1542 provides that “ each departmental head charged 
with the duty of expending or incurring obligations payable out 
of the moneys raised by tax in said city, so to regulate such ex- 
penditures for any purpose or object that the same shall not in 
any one year exceed the amount appropriated. . . .” 

Sections 617, 674, 703, etc., all provide that “ no commissioner 
shall incur any expense for any purpose in excess of the amount 
appropriated therefor; nor shall he expend any money so appro- 
priated for any purpose other than that for which it was appro- 
priated.” To “expend money ” allowed for supplies means in all 
the above sections incurring the expense or obligation for the 
purchase and acquisition of the materials, and a charge for same 
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when paid against the allowance or credit account given therefor, 
and does not mean to consume the supply and a charge for same 
after consumption. 

Sections 169 and 180 require that “ the City of New York shall 
not ‘expend’ the proceeds of Corporate Stock for payment of 
operating expenses.” Such a provision, of course, includes the 
materials and supplies acquired by the expenditure of such pro- 
ceeds. But there is no provision allowing compensation or credit 
to such corporate stock funds for supplies needed for operating 
expenses in emergencies. Hence, they operate for economy in one 
direction, but, as will be shown later, cause such impracticable 
delays in current operation that unnecessary operating costs are 
incurred. 

Practical municipal finance and accountancy, in addition to 
regulations to effect economy, must comprehend facility for the 
transaction of governmental business. This applies more forcibly 
to the city departments, where large investment properties, public 
utilities, etc., must be managed, and whose current affairs are 
diverse in character and function, needing large stores of ma- 
terials and supplies on hand to carry on the same. 


NATURE OF AND NECESSITY FOR STORED MATERIALS 
AND SUPPLIES 


Storehouse supplies are purchased by governments, as well as 
in commerce, im bulk, for later distribution and consumption, 
upon requisition, to various localities for current uses or for con- 
struction and public improvements. Such distribution and con- 
sumption is, at the present time, in the government of the City of 
New York, regulated solely by interior departmental system. 
Such supplies, in a large city, should always be acquired a long 
time in advance of consumption, and be on hand for all emergen- 
cies. Neither their costs nor their uses can be assigned at the 
time of purchase and acquisition to the specific purposes for 
which they are finally applied. Supplies which are originally in- 
tended for repairs and maintenance as well as supplies in- 
tended for construction should not be expected to be consumed 
within the calendar year for which appropriations and authoriza- 
tions were provided for their purchase. This situation regarding 
supplies therefore again differs from that regarding labor and 
services. 
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DEFICIENCIES IN THE PRESENT CHARTER AND OPERATING 
DIFFICULTIES RESULTING THEREFROM 


Due to the fact that the provisions of the old Charter do not 
provide for the regulations of the consumption of materials and 
supplies, there arises unnecessary difficulties in the proper ac- 
counting for this consumption to comply with such provisions. 
This largely rests in the practical effect which the Charter provi- 
sions have in requiring that specific articles of supply (not their 
money value), originally purchased for repair-work cannot be 
used for construction, and vice versa. Also that articles pur- 
chased under one appropriation allowance cannot be used for 
another. 

To carry out such requirements literally necessitates the extra 
cost of the maintenance at all times of complete stocks of, and 
separate sets of articles of the same class—for each of the three 
main departmental functions of job-work of repairs, of annual 
maintenance, and of construction, and separate sets of articles 
for each supply appropriation; also separate sets of storehouse 
accounts for all the various supply appropriations, distinct from 
the various corporate stock authorizations. Economic reasons 
would prevent separate storehouses for the separate stocks of 
materials. 

Among the operating difficulties of maintaining such a segre- 
gation and separation of stocks are the following: 

1. The business of the city’s investment properties and public 
utilities is as active and diverse as in any commercial organiza- 
tion, whose consumption of supplies, however, is never restricted 
and hampered by legal regulations. 

2. The needs of this branch of public business are so mani- 
fold and changeable from day to day that it is impossible to 
determine with precision, for a year or more in advance, what 
such needs will be, especially in regard to many kinds of repair- 
work. Certain repairs, for instance, require a class of materials 
at one time that were never before required, or may not be re- 
quired again. Certain special makes of machinery are needed 
that are used once only in from ten to fifteen years. 

Sudden breakdowns of machinery often require extensive re- 
pairs, quickly done to resume operation, and the slow process of 
acquiring new materials under special funds authorized seriously 
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hampers such operations, as many classes of stock may be on 
hand which are applicable for this repair-work and for emergency 
repairs of all kinds, but which have been purchased out of cor- 
porate stock authorizations for construction, and cannot, under 
a strict construction of the old Charter, be used for such needed 
repair-work. The opposite situation also occurs, 

3. It is not economy to over-stock with any special class of 
repair-materials, nor can needed work of repairs be postponed, 
especially where dangerous conditions arise endangering public 
safety, or requiring immediate public service, nor should de- 
partmental operations be stopped solely on account of some im- 
practicable financial regulation compelling the consumption of 
supplies under restricted conditions. 

4. Departmental regulations for the execution of any work of 
repairs or construction, similar to all governmental business, re- 
quire a routine process for work-authorizations, and process for 
employment of labor which tend to prevent the same rapid under- 
taking of needed work that exists in commerce. In anticipation 
of such unavoidable delays, and in the time required for shipment 
to localities at long distances from storehouses, quantities of ma- 
terials and supplies must be ordered from stores in advance, to 
be on hand at points where work is going on or liable to go on. 

5. Slow shipment of materials which must go by water is an- 
other special reason for ordering same to localities where the 
particular character of work to be undertaken has not been de- 
cided upon, but in the vicinity of which all classes of repair and 
construction work are liable to be undertaken. 

6. If materials can be ordered only for the specific work of 
repair and be issued only out of appropriation stores, to go long 
distances, but surplus materials are left over after the completed 
repair-work, it is costly and impracticable to re-ship such ma- 
terials back to storehouses, if there is no other repair-work to be 
undertaken in that section, whereas there is construction-work 
going on needing such materials and to which they can be applied. 


SUGGESTED REMEDY FOR THE FINANCING OF THE PURCHASE OF 
STORED SUPPLIES, AND IN THE ACCOUNTING AND CONSUMP- 
TION THEREOF, TO COMPLY WITH PRESENT CHARTER Laws. 


(1) There is no financial or accounting principle violated by 
providing for one Annual Tax Budget allowance account for the 
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purchase of repair and maintenance supplies, such allowance to be 
set aside in the Tax Budget under one sum or amount and under 
one title, said title and amount to cover the purchase of all sup- 
plies for the functional activities and purposes of the several 
Bureau Divisions of any City Department. 

(2) All the Charter provisions cited (Sections 149, 169, 180, 
1542, 617, 674, 703, etc.) are fulfilled by such a specification of 
expenditure by the appropriation of funds raised by taxation, 
first, for the general purpose of payment of operating expenses 
of a particular Departmental Division of the City Government, 
whose activities are confined to special purposes; second, by the 
specific purpose of purchase of repair, maintenance and operating 
supplies therefor. 

(3) A remedy for the present confusion of specific articles 
for specific functional purposes allowed, duplication of stock, over- 
stocking, and higher prices for the purchase of smaller quantities 
at one time, would be the following: 


First—A single Annual Tax Budget allowance for the 
purchase of stored supplies, such allowance to be set aside 
in one amount in such tax budget under the title of “ Pur- 
chase of Materials and Supplies.” 

Second.—One contract for purchase of all classes of sup- 
plies for all purposes, and bureaus to be certified and charged 
against one appropriation, and one Corporate Stock Author- 
ization. 


(4) For the Tax Budget, functional purposes divided between 
Bureaus specifying the separate amounts estimated to be needed 
for them (which are always only estimates), may be given as 
sub-titles to the purchase allowance, the total amount of such 
functional purposes and titles to equal the amount of the main 
allowance appearing in the Tax Budget. 

(5) Suggested Form for the tax budget allowance for sup- 
plies for 1912, for the City Departments (the amounts to be illus- 
trative only): 
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DEPARTMENT OF 


No. —. Purchase of Materials and Supplies ..... $213,400.00 

Bureau of E. —Repairs, Piers, Bhds., Slips...... $50,000 .00 
Pavements, Mgl. Sts.,etc. 10,000.00 
“eo “Recreation ‘Structures. . 5,000.00 
“ “Offices and Buildings. . 4,000.00 
Equipm’t, Furniture, etc. 3,000 .00 
Floating Plant—General Supplies............. 5,000.00 
Bureau of S.—Maintenance, Offices and Bldgs. . . 4,000 .00 
5,000.00 
Bureau of Repairs—Repairs, Floating Plant. . 9,000.00 
86,700.00 
Offices and Bldgs. . 2,000.00 

“ Equipment, Purni- 
Cure, C6C........ 2,000.00 
“ “ — General Supplies.......... 3,000.00 
Bureau of F.—Repairs, Boats................ 10,700.00 
Offices, Terminal Bl 4,000.00 
Equipm’'t, Furniture, etc. 3,000.00 
$213,400.00 


(5a) Suggested form for contracts for the purchase of ma- 
terials and supplies, to indicate the class division and quantities 
thereof for delivery and invoicing, and for bidding, as well as 
the money value which should be finally certified and charged 
against the Tax Budget Appropriation (Division A) and against 
the Corporate Stock Authorization (Division C). 
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Of the above functional headings in {5 only so many may be 
needed from year to year as the estimated expenditures are re- 
quired of the character indicated by these headings. The grouping 
will give the functional activities of the Department and Bureau 
Divisions thereof for annual repairs and maintenance. 

General supplies go into stock as well as materials for repairs 
and maintenance. 

(6) Present difficulties have arisen through the misconcep- 
tion of the difference between Cash Accounting and Functional 
Accounting. The tax budget represents cash expenditure only, 
and the allowances are cash accounts; while functional expendi- 
tures are expense or cost accounts. Expenditure of salaries and 
wages are coincident with cash, in most cases; hence they can 
be controlled by budget allowance accounts. Functional headings 
can apply only to the proper grouping of allowance accounts. 

But there is no controlling purpose served by stating any 
functional purposes in the tax budget allowances for the expendi- 
ture of stored supplies, which are always purchased and acquired 
a long time in advance of the expenditure thereof. They may be 
expended months and years after the purchase. 

(7) There should be both functional Budgets and Budgets 
of Cash Allowances. 

(8) Functional expenditures will be under control for the 
Departments by the periodical reporting to the Comptroller under 
the expense and cost systems to be installed. 

(9) This plan for a single tax budget allowance for the pur- 
chase of stored supplies will prevent the present absolute restric- 
tion of specific articles of supplies to the several and separate 
allowances by Bureau Divisions (as heretofore set aside) and 
for the following reason: 

If one contract or several contracts are prepared for the pur- 
chase of supplies allowed under such several and separate budget 
allowance accounts, the contract or contracts must be certified 
against each allowance in a specific amount which of course in- 
cluded the specific articles to be purchased ; and when the amount 
of such contracts is liquidated by payment-vouchers for the 
specific articles delivered, such payment must also be directly 
charged against the several budget allowance accounts. The latter 
proceeding at once ties up to such allowance accounts all the 
specific articles thus paid for. 
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If the plan of one tax budget allowance for all purchases of 
supplies be adopted, the certification of all contracts and the 
charge for all payments of same will be directly against a single 
amount or fund or allowance account, providing control for the 
cash expenditure both for the Department and for the Comp- 
troller, and restricting articles for repair and maintenance to this 
single allowance account, thus obviating all the confusion and im- 
practicable restrictions of the past. 

(11) If, however, articles are needed from the tax budget 
allowance account for construction, after receipt, storage and pay- 
ment of same, or vice versa, if construction supplies purchased 
out of the Corporate Stock authorization are needed for repairs 
and maintenance, there is a restriction in the present Charter, Sec- 
tions 169 and 180, against such use or consumption of stored sup- 
plies. 

In order to prevent such restriction of the specific articles of 
supplies purchased, there is submitted the following suggestion 
for a 


SUGGESTED AMENDMENT TO THE PRESENT CHARTER SECTIONS 
169, 180, 1542, 617, 674, 703, ETC. 

Where the proceeds of bonds issued and placed to the credit 
of any City Department and raised under a Corporate Stock 
Budget authorization, have been converted into the purchase of 
stored supplies, by the proceeding of certification of the pur- 
chase contract and charge of the purchase amount against the 
authorization account, and where any specific article or articles 
of such purchase, during current operation, are more urgently 
needed for the immediate expenditure or consumption purposes 
of some tax budget allowance, but under which no articles of 
similar character have been purchased, such articles may be used 
and consumed for other purposes than they were originally pur- 
chased, provided, that credit vouchers be drawn, duly certified by 
the Commissioner of the Department drawing same, specifying 
the amount and purpose of supplies so used and consumed and to 
which tax budget allowance the voucher is chargeable for such 
purpose and from which Corporate Stock authorization the articles 
were taken, the money value of which is to be refunded thereto. 

The Department and the Comptroller shall each charge the 
amount of such vouchers against the tax budget allowances for 
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which the articles are used or consumed, and credits for the same 
amounts will be made to the Corporate Stock authorizations from 
which the articles were taken. 

One purchase contract for materials and supplies may be pre- 
pared for all purposes, certified against and payment of charged 
to both a Tax Budget Allowance and a Corporate Stock authoriza- 

' tion of any City Department at one time; provided, that specific 
: quantities and amounts of each class of supplies to be purchased 
under such contract can be certified against and charged to the 
Tax Budget Allowance and to the Corporate Stock authorization, 

and deliveries of materials invoiced thereunder. 
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Sinking Fund Reserves (So-called) 


By WarreEL S. PANGBOoRN, C.P.A. 


The subject of “ sinking fund reserves ” has been approached 
from a number of viewpoints, and has occupied much space in the 
columns of THE JouRNAL during the past few years. Among 
the contributors thereto may be mentioned Seymour Walton 
(October, 1908), James T. Anyon (January, 1909), C. V. Rowe 
(August, 1910), H. F. Searle (February, 1911), and T. Lincoln 
Hutchins (April, 1911); and Arthur Lowes Dickinson, in his 
paper on “‘ The Profits of a Corporation,” read before the Congress 
of Accountants in September, 1904, at St. Louis, also expresses 
views that are interesting if not convincing. There are, how- 
ever, other viewpoints from which to discuss this oft-called 
“threadbare ” subject, and I shall endeavor, in response to the 
suggestion of THE JouURNAL in its April issue, to present a few 
thoughts thereon for the consideration of those interested. 

If the science of accounting were today possessed of a suffi- 
cient nomenclature, I would expect it to say somewhat as follows 
as to sinking funds, reserves, accounts and profits: 


Sinking Fund—Cash or other liquid assets set apart, the pro- 
ceeds of which, with accumulated interest, is intended at a cer- 
tain time to extinguish a debt now present, or one which shall 
then have been incurred ; being an asset it must always stand on 
the debit side of the ledger, and it is represented by a real account ; 

Reserve—An account raised on the credit side of the ledger, 
and which is wholly nominal; it may be a subdivision of Surplus 
set apart for some specific purpose or for a contingency; or it 
may stand in lieu of credit entries to an asset (by debit to Profit 
and Loss), the same being because and on account of deprecia- 
tion, by means of which every account representing an asset, ex- 
cepting Cash, becomes a “ mixed” account, i. e., one contain- 
ing both real and nominal elements; in this latter instance it 
is the nominal element—depreciation—that is offset by the 
reserve ; 

Account—A statement of transactions chronologically entered 
in a ledger, under a caption particularly pertinent thereto; it is 
either “real” or “nominal ”’—real, in that it represents a real 
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thing or a right thereto, or nominal, in that it is representative in 
name only ; 

Profits—The excess of earnings over expenses, shown by the 
increase of net assets and reflected in the addition to Total Capital. 

Keeping to the fundamentals, on which alone we can rear a 
proper superstructure, we say that a bonded debt is a liability, 
and stands on the credit side of the ledger as a real account; and 
we should start right by having it understood that the word 
“account ” is used as a common noun only. (In other words, no 
caption to an account should ever have as a part thereof the 
word “account.”) We say, too, that in no way can Capital (or 
any of its divisions) be directly affected by changes in a 
liability, for the sufficient reason that assets alone represent 
Capital. To be sure, assets per se do not represent Capital; 
but the excess of assets over liabilities is all there is to Capital. 
Therefore, a liability has no relation whatsoever to Capital; and 
Capital’s increase or decrease is but the reflection of the increase 
or decrease of net assets. 

Inasmuch, therefore, as we hold a Fund to be an asset (ap- 
pearing on the books as a debit real account), we can only bring 
about a change therein within the business, when there is no de- 
preciation, by a transfer from or to some other real account. 
That is to say, as Capital—or any of its divisions—can be affected 
only to the extent that the net assets are increased or diminished, 
then, Profit and Loss, Surplus, Undivided Profits, or any other 
division of Capital (the parent nominal account) can have no 
possible relation to the mere subdivision of a real account. So, 
when Mr. Dickinson says that “sinking funds or debt ex- 
tinguishment funds are not in theory a charge against profit and 
loss, for the reason that they do not represent a loss or expense, 
but the extinction of an existing liability,” he begs the question. 
A Fund, in itself a debit item, cannot be a charge to anything. It 
is created by a credit entry; and the credit must be to a like 
account, for, leaving depreciation out of the question, it is not 
possible to increase, decrease, wipe out, or raise an asset on a set 
of books, and not affect Capital, except you relatively lessen, 
open, or close another real account. And it is nowhere con- 
tended, I believe, that Capital is in any way affected by the 
bookkeeping entries we are treating of. A Sinking Fund, there- 
fore, can be created only by the setting aside of cash or other 
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liquid assets, say, marketable investments. In so far, then, as a 
sinking fund is established, i.e., the asset actually set aside, no 
contra account of any kind is in any respect called for. 

There appears to be very much of a misunderstanding as to 
the meaning of the term “out of profits,” possibly because of 
the use of the word “ profits”; and it is apparently the some- 
what general opinion that the term must of course have reference 
to profit and loss account. While profits show as an augmenta- 
tion of Surplus, they are represented by the increase of net assets 
and are all to be found on the debit side of the ledger; and if 
you are required to take something “ out of profits,” you must of 
necessity set aside a portion of those assets. There is no other 
way; and the reference to Surplus, Profit and Loss, Undivided 
Profits, or any other of the nominal accounts on the credit side of 
the ledger has no relevancy to the matter of the “ extinction of a 
liability.” 

The provision of the trust deed that sinking fund instalments 
shall “be provided out of the profits of the year,” as stated by 
Mr. Dickinson, requires only the subdividing of the profits (i.e., 
the increase of net assets), either actually or constructively. And 
it is absolutely wrong in theory, and should not be the practice, to 
follow his recommendation that “the amount applied each year 
to Sinking Fund purposes should be transferred from Profit and 
Loss either to a Special Reserve Fund or in reduction of some 
Fixed Asset account by way of provision for depreciation or other- 
wise.” As Mr. Walton says: “ There is no necessary connection 
between the sinking fund requirements and the amount of de- 
preciation that should be charged off from any of the assets.” 
In fact, there is no connection at all, necessary or otherwise. A 
“ charge against profits,’—whatever that may mean—is without 
doubt different from a setting aside “ out of profits.” It is the 
latter that is intended; and it means nothing more than that the 
capital is not to be encroached upon,—which carries with it the 
compulsion of a refunding, if there be no profits. 

The actual subdivision of profits is the setting aside of cash 
or other liquid assets in an ear-marked account; the constructive 
subdivision is where sufficient current assets are not available 
and borrowing is not resorted to, and consequently there can be 
no setting aside,—wherefore correct accounting procedure re- 
quires the raising of accounts to set forth this condition. And 
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here is where the misunderstanding arises, and where Mr. Walton 
is wrong in declaring it bad accounting to set up contra accounts 
(incorrectly called reserves). The stipulation that a certain sum 
shall be set aside “out of profits” yearly is an obligation that 
ought, surely, to be noted on the books if not fulfilled. It goes 
to indicate condition; and the fact that such sum is not to be 
found in the company’s cash or other liquid assets only makes 
it the more incumbent that the books so show. 

Such accounts should not, however, be a separation of Sur- 
plus, set off and called Fixed or Free. The thing to do is to raise 
a real account—a pure liability—because of the obligation, charg- 
ing to a real account on the asset side a sum which shall represent 
the amount that has not been set aside as stipulated. To these 
accounts I would give the respective names of Sinking Fund Ac- 
cruals (asset) and Accrued Sinking Fund Instalments (lia- 
bility) ; and when funds were thereafter invested as contemplated 
the charge would be to the relative Sinking Fund. Then, by 
journal entry, the liability would be debited, to that extent reduc- 
ing it, and Sinking Fund Accruals credited. In so far as there was 
an actual investment of funds, or their setting apart, it would be 
proper to enter the amount on the credit side of the balance sheet 
as a reduction of bonds outstanding; and the balance, if any, in 
the Sinking Fund Accruals and Accrued Sinking Fund Instal- 
ments accounts would represent the sum still to be provided to 
meet the provisions of the deed of trust. 

I agree with Mr. Walton that Surplus should show the total 
undivided net earnings to date, regardless of the manner in which 
the relative funds are represented in the assets, whether in cash, 
new plant, or sinking fund bonds. And I do not believe that the 
judgment of a board of directors is going to be improperly swayed 
by such a correct statement of earnings, or that it would disregard 
the sinking fund provision in order to pay a dividend. Still, there 
would be nothing wrong in the paying of a dividend, if earned, 
even if a loan had to be raised to do so. Policy only would be 
affected; and no accounts ever set up would be able to create 
judgment. 

Mr. Rowe defends the practice of setting up reserves because 
“many railroad companies and some of the largest corporations 
in this country . . . adopt the system of setting up reserve ac- 
counts to offset sinking funds.” Because it may be proved to us 
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that there is no Santa Claus would not appear to be a valid reason 
for doing away with chimneys. I make bold to say that these so- 
called reserve accounts are not set up to offset sinking funds. 
They have been set up because of the misunderstanding by lawyers 
as to the proper way to state accounting facts, and of the mis- 
understanding by accountants as to what the lawyers were try- 
ing to get at; whereas, they should be set up to show that accrued 
instalments had not been set apart. Mr. Rowe goes on to say 
that “if it is not necessary where a sinking fund is provided to 
set up a reserve for bond redemption, it is then equally unneces- 
sary where there is no sinking fund, although there does not 
appear to be any reasonable objection to having a reserve.” 
There is always objection to having unnecessary accounts if, as 
Mr. Rowe says, such an account would be unnecessary ; and, on 
the other hand, there is the very good reason before-mentioned 
for setting up the contra account. 

Mr. Hutchins does not believe it proper to set up reserve ac- 
counts at all. The example he cites, however, has reference only 
to those sound companies mentioned by Mr. Anyon, wherein 
even Mr. Anyon agrees that no reserve entries are necessary. 
What would have happened to the proposed plan of Mr. Hutchins 
had there been no money to put aside in a sinking fund? 

Where a deed of trust says that certain things shall be done I 
do not believe that any accountant has the right to “ interpret ” 
its provisions differently because of the condition or lack of con- 
dition of the respective company. Moreover, Mr. Anyon is in 
“the right church but the wrong pew ” when he says it is because 
of a company’s condition that the raising of sinking fund reserve 
accounts becomes necessary. It is not so much whether a com- 
pany is sound or not, as it is whether or not that company conducts 
its financial operations on a sound basis. The company may have 
all the cash it could possibly need, for current uses as well as for 
the sinking fund instalments, but if it elects, with or without rea- 
son, not to set the latter aside in a fund, then the ear-marked 
account must be set up. 

The trust deed provision that sinking fund instalments shall 
be met from earnings—incorrectly stated as “charges to rev- 
enue ’—means only that out of the profits there shall be regularly 
set aside certain amounts. However, “charges to revenue,” in- 
tended by the lawyer to mean “ out of profits,” has been inter- 
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preted by the accountant as calling for a debit to Profit and Loss 
or Surplus, with which accounts the matter in contemplation has 
nothing whatever to do. The stipulation is that a certain principal 
sum shall be repaid in a fixed number of years; and, the better 
to provide for it, an agreed amount is to be set aside yearly 
from the profits. No debits to Profit and Loss are here necessary, 
nor is there any need of a separation of Surplus, to be later on 
re-united or formed into capital stock by means of stock dividends. 
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Confidential Communication and Privileged 
Communication 


By Joun B. GetysBeeK, LL.B., M.C.S., C.P.A. 


Dean of School of Commerce, Accounts and Finance of 
University of Denver 


CONFIDENTIAL COMMUNICATIONS 


Accountants have from time to time stated that it would be 
advisable to have laws enacted putting the accountant in the same 
position as attorneys, doctors and ministers. It would seem to 
me that the general law includes the accountant as much as the 
lawyer, the doctor and the minister, as far as “ privileged com- 
munication ” is concerned, but it is true that statutes usually do 
not go beyond the attorney, the minister and the doctor in defin- 
ing who are entitled to the benefits of the doctrine of “ confiden- 
tial communications.” 

This latter doctrine pertains only to the question whether a 
person can be permitted or compelled by law to divulge the 
communications between persons who stand in a confidential or 
fiduciary relation to each other, or who on account of their rela- 
tive situation are under a special duty of secrecy and confidence. 
In other words, the question involved here is whether secrets 
between parties can be forced from them for the sake of justice, 
public policy or the good order of society. Such a confidential 
relation in law exists between parties in which one is bound to act 
for the benefit of the other, or who on account of their relative 
situation are under a special duty of secrecy and fidelity. Such 
a relation may also exist when a continuous trust is reposed by 
one person in the skill and integrity of another, or the peculiar 
relations which exist between parties such as client and attorney, 
principal and agent, principal and surety, landlord and tenant, 
parent and child, guardian and ward, ancestor and heir, husband 
and wife, and others. Such a relation certainly exists between the 
accountant and his client although not specifically named. 

Further than this it is almost impossible to state the law on 
“confidential communication” with any greater degree of cer- 
tainty in the absence of a specific statute. It is simply based on 
the relation between the parties and not on the communication 
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passed between the parties. Therefore the relation between the 
parties must be determined first before we can venture any law 
on the subject. As this includes a variety of specific branches 
of law and as there may be a large number of surrounding 
and influencing circumstances which may vary the rule, it is diffi- 
cult to state within the scope of this article under what conditions 
the court would rule that the communication was a confidential 
one and need not be divulged. From this is may be argued with 
considerable reason, that the doctrine of confidential communica- 
tion is not well defined and therefore it would prove a benefit to 
have the existing statutes include the word “ accountant.” But, 
nevertheless, speaking in the abstract, the general doctrine exists 
under the common law just as much in favor of the accountant 
who is not mentioned in the statutes as the lawyer, doctor and 
minister who usually are mentioned. 


PRIVILEGED COMMUNICATIONS 


You will note that in this doctrine of “ confidential communica- 
tion” the main feature seems to be that the parties between whom 
the confidential communications passed do not desire to have their 
contents published and try to frustrate the efforts of others and 
outsiders to learn them by insisting on the application of this 
doctrine of the law because they are of necessity “ confidential.” 

Almost the reverse is the case with the doctrine of “ privileged 
communication.” Here the confidential communications are pub- 
lished and others or outsiders object to their publication but are 
powerless and have no redress because they are of necessity “ priv- 
ileged.” This involves the principle that a person has been asked 
or forced to make or voluntarily makes a statement defamatory 
to a third party. Such statements are always either a libel or a 
slander, unless they are uttered and published under conditions 
and on occasions which for the sake of public policy, justice and 
the good order of society are permitted to go published without at- 
taching to them the liability of prosecution for libel and slander. 

I will now attempt to set forward briefly and in a few lines 
the salient factors which should be present in order to make an 
otherwise defamatory statement permissible under the doctrine 
of “ privileged communication,” and I will attempt in doing so to 
have in mind only the accountant as the person making such a 
defamatory statement. 
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The first thing to remember always is “to mind your own 
business.” Therefore when making defamatory statements you 
should have an interest or duty in reference to the subject-matter 
and they should be made on an “ occasion ” which from its nature 
is “ privileged.” As to an accountant, the occasion can at best 
only be “ conditionally ” privileged, as it is termed in law, except 
in legislative and judicial proceedings. Outside of these two 
proceedings the accountant should be more careful. Statements 
consisting of slander or libel must therefore be outside of the 
pale of lawful occasion, and in addition thereto must be either 
false or malicious; these must be proven by the plaintiff. The 
falsity of the statements does not necessarily make them con- 
clusive as to maliciousness ; both must be proven. 

As to the “ occasion,” if the statement is requested, the occa- 
sion is undoubtedly privileged, but if the statement is voluntary 
it is made at our peril and we are liable unless an interest or 
duty is coupled with it either in the communicant or the party 
communicated to. The duty is imposed upon us to obtain full 
information and we should not be blind to the truth or desire to 
remain ignorant when we can get at the truth. We must believe 
at the date of publication in the truth and this belief must be so 
strong that it can be constituted a reason for imposing the duty 
to communicate the same. It also must appear that we were 
compelled to use those words and could not do our duty without 
the use of those particular words. While we must believe in the 
truth it is not necessary that the statements should be true; they 
may even be what we legally call “ hearsay ” unless the informant 
is unreliable. When we answer an inquiry we must be acting in 
and obedient to the discharge of a legal, moral or social duty. 
We should have no selfish motive and we should not volunteer 
more information than the inquiry demands. Exaggeration is not 
permitted and we should never state a rumor to be a fact, but we 
should state it as having come to us as a rumor. When volunteer- 
ing statements the “ occasion ” required by law should be created 
by such a relation as would impose upon us a duty to speak. Such 
a relation exists between an accountant and client and exists in 
a number of occasions, and even that of intimate friendship is 
sufficient to create the duty. The relation mentioned may even 
not exist at the present time, but may have existed at one time 
and it may be said to continue under the influence of the confiden- 
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tial relationship which was established heretofore. All that we 
do in this connection must be done sincerely, carefully and con- 
scientiously ; and the honest discharge of a painful duty may be 
called the test of the privilege and of the occasion. The privilege 
may be lost by the use of violent language which is not called for. 
However, rebuttal and retorts in self-defense are privileged even 
to the extent of the use of violent language. The repetition of 
defamatory statements made by others is not privileged, no matter 
what the occasion under which they are published may be. 

Thus I would state to be the law in general and briefly put, 
but the following pages of quotations will enable those who desire 
to investigate the matter in greater detail to get a clearer concep- 
tion of just how far an individual may go and at the same time be 
covered and protected by the well-known principles of law. 


PRELIMINARY 


For a proper understanding of the law of privileged com- 
munications it is necessary to have some slight knowledge of its 
position in the law of slander and libel of which it forms a part. 

Slander and Libel. Definitions. 

Slander and libel are different names for the same wrong 
accomplished in different ways. Slander is oral defamation pub- 
lished without legal excuse, and libel is defamation published by 
means of writing, printing, pictures, images, or anything that is 
the object of the sense of sight. By defamation is understood 
a false publication, calculated to bring one into disrepute. 

Publication is the act by which a thing is made public. The 
term is applied to what is spoken as well as to what is written or 
printed. In a legal sense, there is no wrong until the defamatory 
charge or representation is given to the world. This is done when 
it is put before one or more third persons; it is then said to be 
published. To say to a man’s face any evil thing concerning him 
is no defamation; for though it may be annoying, aggravating, 
and possibly injurious to him in its effect upon his mind, and 
indirectly upon his business, still there is as yet no publication, 
and consequently nothing to affect the party’s reputation. The 
reputation is not assailed, and cannot presumably be injured when 
the false charge is made only to the party himself. 

If the party who is thus falsely accused repeats it to others, 
by way of complaint or otherwise, it may then become public, but 
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it is still no slander, because the publication is not made by the 
defamer. He has, it is true, uttered the charge, but he has not 
published it; and the responsibility is upon the accused himself, 
if, by his own act, he brings it before the public. So a defama- 
tory writing is no libel so long as it remains in the possession of 
the composer, and is seen by no one else; but if he keeps such a 
paper in his possession, he must, at his peril, see that it does not 
fall into the hands of others. But delivering the writing to the 
party himself, and to no one else, is no more a publication of a 
libel than would be the addressing to him of defamatory words. 
(Cooley on Torts, 3rd ed., pp. 366, 367.) 

For instance, in Willard v. Mellor, 19 Colo. 534, it was held 
that the use of the word “rubbish” in private correspondence 
between the parties, as descriptive of a particular kind of wool 
consigned by one to the other, is not actionable. 

Words actionable per se. 

Certain publications are said to be actionable per se, that is, 
actionable in themselves. By this is meant that an action will lie 
for making them, without proof of actual injury, because their 
necessary or natural and proximate consequence would be to 
cause injury to the person of whom they are spoken, and there- 
fore injury is to be presumed. In the case of certain other publica- 
tions no such presumption can be made, because observation does 
not justify a like conclusion. Therefore, in such cases, the pub- 
lications are only actionable on averment and proof that injury 
which the law can notice actually followed as a natural and proxi- 
mate consequence. 

Classification of slanderous words. 

Spoken words, as a cause of action, have been classified as 
follows: 1. Words falsely spoken of a person which impute to 
the party the commission of some criminal offense involving moral 
turpitude, for which the party, if the charge is true, may be in- 
dicted and punished. 2. Words falsely spoken of a person which 
impute that the party is infected with some contagious disease, 
where if the charge is true, it would exclude the party from 
society. 3. Defamatory words falsely spoken of a person, which 
impute to the party unfitness to perform the duties of an office or 
employment of profit, or the want of integrity in the discharge 
of the duties of such an office or employment. 4. Defamatory 
words falsely spoken of a party which prejudice such party in his 
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or her profession or trade. 5. Defamatory words falsely spoken 
of a person which, though not of themselves actionable, occasion 
the party special damage. 

The first four of these classes are of words actionable per 
se. The fifth embraces cases which are actionable only when 
special damage is averred. (Cooley, 376, 377.) 


Libel compared with slander. 


There is a difference between libel and slander in the substance 
of what shall constitute an actionable charge. It is perfectly rea- 
sonable to allow greater liberty of speech than of writing or print- 
ing, for two very plain reasons: 1. Vocal utterance does not 
imply the same degree of deliberation ; it is more likely to be the 
expression of momentary passion or excitement, and is not open 
to the implication of settled malice. 2. An oral charge is merely 
heard, and the agency of the wrong-doer in inflicting injury is 
at an end when the utterance has died upon the ear. But the 
written or printed charge may pass from hand to hand indefinitely 
and for many years. 

These reasons are taken notice of in the law, and some 
charges are held to be prima facie actionable as libel that are 
not actionable as oral slander, unless there be averment and 
proof that actual injury has resulted. In other words, injury is 
presumed to follow the apparently deliberate act of putting 
the charge in writing or print, or of suggesting it by means of 
picture or effigy, where a mere vocal utterance to the same 
effect might be disregarded as probably harmless. (Cooley, 
399, 400. Republican Pub. Co. v. Mosman, 15 Colo. 399.) 


Classification of libelous charges. Libel per se. 


In libel, as in slander, defamatory publications are classified as 
publications actionable per se, and publications actionable on aver- 
ment and proof of special damage. In the first class are embraced 
all cases of publications which would be actionable per se if 
made orally. These cases, therefore, require no further atten- 
tion. It also embraces all other cases where the additional 
gravity imparted to the charge by the publication can fairly be 
supposed to make it damaging. Thus, to say of a man: “I 
look upon him as a rascal,” is no slander, unless shown to be 
damaging; but if it be published of him in one of the public 
journals, the presumption that injury follows is reasonable and 
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legitimate. (Cooley, 399-401. Republican Pub. Co. v. Mosman, 
15 Colo. 405.) 

In McKenzie v. The Denver Times, 3rd Colo. App. 554, it 

was held that the publication of the words “ Business Changes— 
McKenzie Lumber Company, Denver, Attached,” is libelous 
per Se. 
In Hazy v. Woitke, 23 Colo., 556, it was held that a false 
statement in writing published by the defendant that the plain- 
tiff attempted to induce him to commit arson is libelous per se; 
and further, that one who by request procures another to publish 
a libel is answerable as though he published it himself. Such 
request need not be express, but may be inferred from the 
defendant’s making the statement to the reporter of a news- 
paper, knowing that it is to be published; and it is not necessary 
that the communication be inserted verbatim, so long as the 
sense and substance appear in print. 

On the other hand, in Bush v. McMann, 12 Colo. App. 504, 
it was held that a letter written by a landlord to the mortgagee 
of his tenant’s chattels on the leased premises, to the effect that 
the tenant had made no arrangements concerning rent for the 
premises, and that thereafter he would look to the mortgagee 
for the rent, was not libelous per se, as it did not contain any 
imputation upon the character of the tenant as a man, nor im- 
pugn his integrity as a merchant or trader, nor imply that he 
was insolvent or embarrassed. 

Repetition and republication. 

As respects oral publications, every speaker is the publisher of 
what he speaks, and is solely liable therefor. That the words spo- 
ken have been previously published by another, can neither relieve 
the subsequent speaker from his liability for the publication made 
by him, nor impose any liability on the previous publisher. The 
act of publication is, as to each publisher, an entirely distinct act. 
Each person can be liable only for the publication made by him. 
If one makes an oral publication, and another repeats it, without 
authority from the first speaker, the first published is not liable for 
the repetition. (Townshend on Slander and Libel, 3rd ed. p. 156.) 

The party who repeats the slander is alone liable for the 
damages resulting from such repetition. (Terwilliger v. Wands, 
17 N. Y. 57.) 

The general rule, that a man is not liable for a third per- 
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son’s actionable and unauthorized repetition of his slander, is 
settled. (Elmer v. Fessenden, 151 Mass. 362.) 

As respects a publication by writing of a libel, not only the 
publisher but all who in anywise aid or are concerned in the 
production of the writing are liable as publishers; the pub- 
lication of the writing is the act of all concerned in the produc- 
tion of the writing, Thus, if one composes and dictates, a 
second writes, and a third publishes, all are liable as publishers, 
and each is liable as a publisher. 

The very identical writing may be passed from hand to 
hand, and each passage is as well a separate and distinct pub- 
lication as a republication of such writing. Every person 
concerned in making such a publication is liable not alone for 
the consequences of that publication, but for the consequences 
of any subsequent publication of the same writing. One and the 
same writing may be many times published at the same or at 
several and distinct places, and may have many publishers; and 
many persons may be liable as publishers at one and the same 
time or at several times. If a copy is made of the writing the 
copy is not the same writing but another—a second and in- 
dependent writing. A publication of this copy would have no 
other connection with the original than that it contained the like 
subject-matter. The person liable for the publication of the 
first writing would not be liable for the publication of the 
second or the copy, and the person responsible for the publi- 
cation of the second writing would not be responsible for the 
publication of the origina] writing. (Townshend 157, 159, 160.) 

Criminal Libel. 

By section 1761 of our statutes, quoted below, libel is made a 
criminal offense. Slander is not included, and in the absence of a 
statute so providing, words merely spoken are not indictable. 
(Newell on Slander and Libel, 2nd ed. p. 970.) 

Slander is treated in our law as only a civil injury, for which 
a pecuniary compensation may be obtained. (2 Kent Comm. 16.) 

We have seen above, that in civil cases it is necessary to 
show the publication to some third person. In criminal libel it 
is not absolutely necessary ; it is sufficient to prove a publication 
to the prosecutor, that is, the person defamed, himself, provided 
the obvious tendency of the words be to provoke the prosecutor 
to break the peace. A libel, if contained in a letter, may be 
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published by sending it to the prosecutor himself, though in a 
civil case this would not amount to a publication. In all other 
respects the law as to publication is practically the same in civil 
and criminal cases. (Newell 971.) 

A libel is considered by the law as a public as well as a private 
injury, rendering the libeller not only liable to a private suit at 
the instance of the person libelled, but answerable also to the 
state by indictment, as guilty of an offense tending to a breach of 
the peace. (Foster v. Commonwealth, 8 Watts & S. (Pa.) 77. 
2 Kent Comm. 17.) 

It does not follow, however, that every libel will bring upon 
the libeller a criminal prosecution. The reported cases show that 
such prosecutions are few in comparison with the number of civil 
actions for libel. For this several reasons may be assigned. The 
rule of proof in criminal cases, requiring the facts which consti- 
tute the offense to be established beyond reasonable doubt, and 
consequently reducing the chances of conviction, tends to dis- 
courage such prosecutions and to induce the injured person rather 
to bring a civil action, in which the plaintiff is required to prove 
his case by only a preponderance of the evidence. Again, in the 
civil action the person defamed may recover damages but the 
criminal prosecution puts no money in his pocket. Furthermore, 
any person may bring a civil action, but to carry on a criminal 
case the consent or co-operation of the district attorney, or other 
prosecuting officer of the law, is usually required. 


CoLoRADO CONSTITUTION AND STATUTES 


The state constitution provides, That no law shall be passed 
impairing the freedom of speech; that every person shall be free 
to speak, write or publish whatever he will on any subject, being 
responsible for all abuse of that liberty ; and that in all suits and 
prosecutions for libel the truth thereof may be given in evidence, 
and the jury, under the direction of the court, shall determine the 
law and the fact. (Art. 2, Sec. 10.) 

In an action for libel or slander the defendant may, in his 
answer, allege both the truth of the matter charged as defamatory 
and any mitigating circumstances to reduce the amount of 
damages, and whether he prove the justification or not, he may 
give in evidence the mitigating circumstances. (Revised Statutes 
of Colorado, 1908, Code Sec. 75.) 
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A libel is a malicious defamation expressed either by printing 
or by signs, or pictures or the like, tending to blacken the memory 
of one who is dead, or to impeach the honesty, integrity, virtue 
or reputation, or publish the natural defects of one who is alive, 
and thereby to expose him or her to public hatred, contempt or 
ridicule. Every person, whether writer or publisher, convicted 
of this offense, shall be fined in a sum not exceeding five hundred 
dollars or imprisoned in the penitentiary not exceeding one year. 
In all prosecutions for a libel the truth thereof may be given in 
evidence in justification, except libels tending to blacken the 
memory of the dead or expose the natural defects of the living. 
(R. S. Colo. 1908, Sec. 1761.) 

Our supreme court, in the case of Rocky Mt. News v. Frid- 
born, 46 Colo. 446, has adopted the foregoing as a definition of 
libel in a civil action for damages. 

All actions for slanderous words and for libels, shall be com- 
menced within one year, next after the cause of action shall 
accrue, and not afterwards. (R.S. Colo. 1908, Sec. 4062. Bush 
v. McMann, 12 Colo. App. 504. Evans v. The Republican Pub- 
lishing Co., 20 Colo. App. 281.) 

Actions for slander or libel do not survive to or against execu- 
tors and administrators. (R. S. Colo. 1908, Sec. 7258.) 


THE TRUTH A DEFENSE 


The truth of the injurious charge is a defense to the civil 
action for libel or slander, though it is not always a defense to a 
criminal prosecution. (Cooley, 416.) The cases in which it is not 
a defense to a criminal prosecution in Colorado are mentioned at 
the end of section 1761 of our statutes, quoted above, viz., “ libels 
tending to blacken the memory of the dead or expose the natural 
defects of the living.” In former times the defendant in a crim- 
inal prosecution for libel could not justify himself by proving the 
truth of the matter charged as libelous. It was considered that 
the greater the truth the greater was the libel, upon the principle 
that the stronger appearance there was of truth in an invective so 
much the more provoking it would be and the more likely to cause 
a breach of the peace. (6 Bacon’s Abridg’t, Bouvier’s ed. pp. 349, 
350, and authorities there cited.) 

In civil actions for damages the truth of statements containing 
the slanderous or libelous charge may be pleaded by way of 
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justification, and, if proved, constitute a good bar to the action. 
In such case the motive and purpose with which the words are 
uttered are immaterial and cannot be the subject of inquiry. 
(Newell, 795. Townshend, 357.) The truth of the published 
matter, if established, by evidence, is a complete defense. (Re- 
publican Pub. Co. v. Mosman, 15 Colo. 409. Rocky Mt. News v. 
Fridborn, 46 Colo., 451.) Our laws allow a man to speak the 
truth, although it be done maliciously. (Baum v. Clause, 5 Hill, 
199. Foss v. Hildreth, to Allen, 76.) 

To make out this defense every word of the alleged defama- 
tory matter need not be justified; it is sufficient if the substance, 
the gist, the sting of the libelous charge be justified. [mmaterial 
variances and defects of proof upon immaterial matters go for 
nothing, and, if the gist of the charge is established by the evi- 
dence, the defendant has made his case. (Cooley, 419.) 

The truth, however, which is admitted as a defense is the 
truth of the defamatory matter in substance and in fact, and in the 
sense in which it was used and was intended to be understood. If 
A says to X that he is a thief, and C publishes that A said X was a 
thief, in a certain sense C would publish the truth, but not in the 
sense which would constitute a defense; C’s publication would in 
fact be but a repetition of A’s words, which, as we have seen, 
would not be a defense. The truth, which in such a case would 
amount to a defense, would be that X was a thief. Again, if A, 
speaking ironically, says of X that he is an honest man, meaning 
and conveying the idea that X is a dishonest man, it would not be 
a justification of these words to allege that it was true X was an 
honest man, but to constitute a defense the allegation required 
would be that it was true X was a dishonest man. (Townshend, 
360, 361.) 

It may not be amiss to add here that unless the occasion is 
privileged, as hereinafter explained, it is no defense that the de- 
fendant believed in good faith that the charge was true and that 
he had reasonable and probable grounds for such belief. (Cooley, 


419.) 
PRIVILEGED COMMUNICATIONS 
A privileged communication is one made in good faith, upon 


any subject-matter in which the party communicating has an 
interest, or in reference to which he has, or honestly believes 
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he has, a duty, to a person having a corresponding interest or 
duty, and which contains matter which, without the occasion 
on which it is made, would be defamatory and actionable. 
( Newell, 388. Melcher v. Beeler, 110 Pac R., 184, (Colorado). 
Byam v. Collins, 111 N. Y. 143.) 

The general doctrine of privilege, as applied to actions for 
libel and slander, is founded upon the reasonable view that in 
the intercourse between members of society, and in proceedings 
in legislative bodies and in courts of justice, occasions arise 
when it becomes necessary or proper that the character and acts 
of individuals should be considered and made the subject of 
statement or comment, and that, in the interest of society, a 
party making disparaging statements in respect to another on 
such a lawful occasion, should not be subject to civil respon- 
sibility in an action of this character, although such statements 
are untrue. The doctrine of privilege rests upon public policy. 
A privileged communication is founded upon a privileged 
occasion, and, strictly speaking, it is the occasion that is priv- 
ileged, rather than the communication. The occasion affords 
the privilege of making the communication, and the same com- 
munication is privileged or not according to the occasion upon 
which it is made. (Cooley, 451-452.) 

Division of the Subject. 

Privileged communications have been classified as follows: 

1. Cases absolutely privileged, so that no action will lie, 
even though it be averred that the injurious publication was 
both false and malicious. 

2. Cases privileged, but only to this extent: that the circum- 
stances are held to preclude any presumption of malice, but 
still leave the party responsible if both falsehood and malice are 
affirmatively shown. (Cooley, 425. Cyc., 375. Republican 
Pub. Co. v. Conroy, 5 Colo. App. 264.) 

Absolute privilege is confined to cases where the public ser- 
vice, or the due administration of justice, requires that a person 
shall speak his mind freely. (Cyc., 376.) Such, for instance, 
is the libelous or slanderous matter uttered in the due course 
of a judicial proceeding, by witness, judge, juror, party or 
counsel. No action will lie against the witness at the suit of 
the party injured by his false testimony, even though malice be 
charged; provided, however, that the witness does not wander 
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from the case and abuse his privilege by testifying to what is 
impertinent and immaterial, and not called out by questions of 
counsel. (Cooley, 425-427.) The protection of the rule ex- 
tends to evidence given before a military court of inquiry, a 
legislative committee, a referee, or upon a hearing before a 
board of trustees upon charges preferred, and in other like pro- 
ceedings. (Cooley, 428, 429.) 

Illustrations. 

The principal of a deaf-mute institute is justified in laying 
before the trustees evidence tending to show that one of the 
teachers of the institute has been guilty of misconduct. (Hal- 
stead v. Nelson, 36 Hun. (N.Y.) 149. Hemmens v. Nelson, 
138 N. Y. 517.) 

Where charges are brought against a college president his 
defense of himself before the college trustees is a privileged 
communication. (Gattis v. Kilgo, 128 N. C. 402.) 

A commission, issued pursuant to statute, by a bishop, to 
inquire into the performance of the ecclesiastical duties of any 
church, creates a judicial tribunal, and the occasion on which 
the witness gives evidence before the commission is absolutely 
privileged, and no action can be maintained in respect of evi- 
dence so given. (Barratt v. Kearns, 1 K. B. 504, (1905).) 

So, by becoming a member of a church the individual tacit- 
ly consents to submit to the church discipline. The proceedings 
of the church to enforce its discipline are quasi judicial, and 
therefore those who complain, or give testimony, or act, or 
vote, or pronounce the result, orally or in writing, acting in 
good faith and within the scope of the authority conferred by 
this jurisdiction, and not falsely or colorably making such pro- 
ceedings a pretense for covering an intended scandal, are pro- 
tected by law. 

The privilege extended to proceedings to enforce church 
discipline applies only to cases where both parties are members 
of the church. (Townshend, 411, 412, 413.) 


QUALIFIED PRIVILEGE 


We now come to that branch of the subject with which we 
are more particularly concerned ; that is, to those features of the 
law of privileged communications which deal with such ques- 
tions as seem likely to arise in the business of a public accountant, 


280 


| 
| 
i] 
| 


Confidential and Privileged Communication 


or one whose duties and employment require him to examine 
the accounts and financial condition of others. The reports, 
whether oral or written, of such investigations, and any other 
pertinent information or advice that may be given therewith, 
belong to the class of communications qualifiedly privileged, 
since they are communications between principal and agent, 
employer and employee, or persons having an interest in the 
same subject-matter, to be mentioned hereafter. We may also 
remark, as was said by the New York Court of Appeals, in 
referring to the somewhat analogous service rendered by a 
mercantile agency, that the business is sanctioned by the usages 
of mercantile communities. (Ormsby v. Douglass, 37 N. Y. 
481.) 

The Qualified Privilege. 

The definition of privileged communications given above in- 
cludes those which are qualifiedly, as well as those which are 
absolutely privileged. The distinction between the two classes 
has been stated as follows: The general rule is that defamatory 
words spoken upon an occasion absolutely privileged, though 
spoken falsely, knowingly and with express malice, impose no 
liability for damages recoverable in an action of slander; while 
such words spoken upon an occasion only conditionally privileged, 
impose such liability, if spoken with what is called express malice. 
(Cooley, 452.) 

The cases only qualifiedly privileged are those in which the 
utterance or publication is on a lawful occasion, which fully pro- 
tects it, unless the occasion has been abused to gratify malice or 
ill will. No action will lie for false statements in such a communi- 
cation, unless it be shown that it was both false and malicious. 
(Cooley, 434.) 

Malice. 

It will be seen that where the occasion is privileged the words 
are not actionable, unless through ill will, carelessness or in some 
other way the privilege is exceeded. Every defamatory publica- 
tion, whether spoken or written, implies malice; but privileged 
communications are an exception, and the rule of evidence as to 
such communications is so far changed as to require of a party 
to bring home to the alleged defamer the existence of malice as 
the true motive of his conduct. (Newell, 390.) 

Illustration. 
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Where one officer wrote a letter to another officer of the same 
corporation, upon the subject of the conduct of one of its em- 
ployees, and the letter was written in good faith in the belief that 
the statements contained were true, neither the corporation nor 
its officers were liable to such employee in an action for libel. 
(Denver P. W. Co. v. Holloway, 34 Colo. 433.) 

The falsity of the statements of a privileged communication 
is not of itself sufficient to raise the inference that they were 
maliciously inspired. (Melcher v. Beeler, 110 Pac. R. 182. 
Colo.) 

Some further expositions of the qualified privilege by differ- 
ent courts may be useful, for instance, 

In Klinck v. Colby, 46 N. Y. 427, it is said: “ The proper 
meaning of a privileged communication, is said to be this: that 
the occasion on which it was made, rebuts the inference arising, 
prima facie, from a statement prejudicial to the character of the 
plaintiff ; and puts it upon him to prove that there was malice in 
fact, and that the defendant was actuated by motives of personal 
spite or ill-will, independent of the circumstances in which the 
communication was made.” 

In Briggs v. Garrett, 111 Pa. St. 404, it was held that a com- 


munication to be privileged must be made on a proper occasion, 


from a proper motive, and must be based upon reasonable or 
probable cause. When so made in good faith the law does not 
imply malice from the communication itself as in the ordinary 
case of libel. 

In Buisson v. Huard, 56 L. R. A. 300, 106 La. 768, the Su- 
preme Court of Louisiana said: “ Among the occasions on which 
the statements of parties touching another person are protected 
as a privilege qualifiedly are where the circumstances of the case 
are such as cast a duty upon the former of making them in the 
bona fide performance of such duty. These communications may 
be made sometimes to an entire stranger, sometimes to parties 
between whom and themselves there are intimate relations of 
friendship, sometimes they may be made under a sense of duty to 
his own family or to himself. The same words which, uttered to 
one person, may be held privileged, might not be so held when 
uttered to another.” 

The Occasion. 

A privileged occasion is one where a person has a right or 


282 


| 


Confidential and Privileged Communication 


duty, recognized by law, to make a communication which, but for 
the occasion, would be actionable. Such right or duty exists when 
the communication relates to a matter of public interest, or to a 
matter of private interest to one or both the parties to the com- 
munication. The interest required to exist must be one relating 
to the welfare of the individual and may be of a pecuniary nature 
or otherwise. Both parties to the communication may have such 
an interest, and in such case the privilege is clear. If only one 
party has the interest, the communication may be made by such 
party, when necessary for the protection of that interest, as in 
seeking professional advice and it may be in other ways. But. 
ordinarily the communication is made to the party having an 
interest, and the question arises under what circumstances a per- 
son is justified in making such communication. If the informa- 
tion is requested by the person having the interest, the right or 
duty to give it is clear. And the better rule would seem to be that 
one may volunteer information to any person having an interest 
therein, as above explained, in any case where he would be justi- 
fied in giving it on request. But a person who thus volunteers 
must make sure at his peril that the person to whom he communi- 
cates it has the interest which will justify the communication. 
(Cooley, 454-455.) 

In those cases where the circumstances of the occasion cast 
upon a party the duty of making a communication, the duty may 
be either one which the party owes to society or one which he 
owes to himself or his family. These cases have been classed 
( Newell, 475, 476) as follows: 

Duty to Society. 

Communications made in pursuance of the duty owed to 
society are 

1. Characters of servants or employees. 

Statements by a master charging a servant with theft are not 
actionable, when made in good faith to a neighbor, who the master 
knew was about to hire such servant. (Dale v. Harris, 109 Mass. 
193.) 

After a mercantile firm has given to one of its clerks a general 
recommendation by means of which he obtains a situation, if a 
partner subsequently discovers facts which alter his opinion of 
that clerk’s character, it is his duty to communicate the new facts 
and his change of opinion to the new employer of the clerk in 
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order to guard against his being misled by the previous recom- 
mendation of the firm. (Fowles v. Bowen, 30 N. Y. 20.) 

2. Confidential communications of a private nature. 

Words spoken to a landlord in answer to inquiries by him as 
to the character of a tenant are privileged communications, if 
spoken without malice. (Liddle v. Hodges, 15 N. Y. Super. Ct. 
(2 Bosw.) 537.) 

Where, in answer to an inquiry as to the business standing of 
a firm, one sends in good faith, and believing it to be true, a copy 
of a libelous article concerning the firm to the person making the 
inquiry, such a publication is privileged. (Howland v. Mfg. Co., 
156 Mass. 543.) 

When one person applies to another for credit and the latter 
seeks information from a third as to the trustworthiness of the 
applicant, a privileged occasion arises for communications bear- 
ing on that subject. (Fahr v. Hayes, 50 N. J. L. (21 Vroom) 
275-) 

A creditor may lawfully inquire into the circumstances of his 
debtor, and a person inquired of may answer freely; and if his 
communication be for the honest purpose of giving the desired 
information, no action will lie. (Van Horn v. Van Horn, 56 N. J. 
L., 27 Vroom, 318.) 

A communication by a banker to a mercantile house as to the 
financial responsibility of a customer of such house, whose note 
had been sent to such banker, is privileged. (Lewis v. Chapman, 
16 N. Y., 369. Ritchie v. Arnold, 79 Ill. App., 406.) 

It is clearly the duty of my steward, bailiff, foreman or house- 
keeper, to whom I have entrusted the management of my lands, 
business or house, to come and tell me if they think anything is 
going wrong, and not to wait until my own suspicions are aroused 
and I myself begin to ask questions. So, a father, guardian or an 
intimate friend may warn a young man against associating with a 
particular individual, or may warn a lady not to marry a particu- 
lar suitor; though in the same circumstances it might be con- 
sidered officious and meddlesome if a mere stranger gave such a 
warning. (Newell, 480.) 

But defamatory words do not become privileged merely be- 
cause uttered in the strictest confidence by one friend to another, 
or because uttered upon the most urgent solicitation, where the 
person uttering them is under no duty to utter them, and has no 
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interest to subserve by uttering them and the person to whom they 
are addressed has no duty or interest to hear and no right to de- 
mand that he may hear them. (Byam v. Collins, 111 N. Y. 143.) 

3. Information as to the misconduct of others, and crimes. 

In a suit by one merchant against another for libel in writing 
that plaintiff burned his store for the insurance money, it is a 
good defense that defendant wrote in good faith to protect the 
insurance company, believing on good grounds that his state- 
ment was true. (Hubbard v. Rutledge, 57 Miss. 7.) 

In Denver P. W. Co. v. Holloway, 34 Colo., 432, cited above, 
a letter from the treasurer of the company to its manager 
directed the immediate discharge of an employee and intimated 
that the latter was guilty of stealing. So far as the writer, who 
was made a defendant in the case, is concerned, the letter was 
written in the course of his duty to the company and was there- 
fore privileged. 

4. Charges against public officers. 

Statements contained in an affidavit presented to a super- 
intendent of schools for the purpose of preventing a teacher’s 
license being granted to a particular person, charging such 
person with improper conduct, are privileged and not action- 
able unless untrue and maliciously made. (Weyman v. Maybie, 
45 Mich., 484.) 

A letter written by a private individual to the chief secre- 
tary of the postmaster general complaining of the misconduct 
of an official under the authority of the postmaster general is 
privileged if made bona fide and without malice, even though 
some of the charges made in the letter may not be true, although 
the defendant stood in no relation, past or present, either to the 
plaintiff or to the post-office authorities. (Blake v. Pilfold, 1 
Moo. & Rob., 198. Woodward v. Landder, 6 C. & P. 548.) 

Duty to Family and Self. 

Communications made in pursuance of the duty owed to 
his family or to himself are 

1. Statements necessary to protect his private interests. 

The occupier of a house may complain to the landlord or 
his agent of the workmen he has sent to repair the house. (Too- 
good v. Spyring, 1 C. M. & R., 181.) 

A customer may call and complain to a tradesman of the 
goods he supplies and the manner in which he conducts his busi- 
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ness; but he should be careful to make the complaint in the 
hearing of as few persons as possible, and in moderate language. 
(Oddy v. Ld. Geo. Paulet, 4 F. & F. 1009.) 

An insurance company may inform a ship owner that they 
must refuse to insure his vessel any longer if he put a particular 
master in command of her. (Hamon v. Falle, 4 App. Cas. 247.) 

One whose house has been set on fire, may, with proper 
precaution and without malice, communicate to his family his 
suspicions as to who did it, without becoming liable to one 
wrongfully accused. (Campbell v. Bannister, 79 Ky. 205.) 

2. Statements provoked by other parties. 

If a servant, knowing the character which his master will 
give of him, procures a letter to be written, not with a fair view 
of inquiring the character but to procure an answer upon which 
to ground on action for a libel, no action can be maintained. 
(King v. Waring et ux., 5 Esp., 15.) 

The defendant was asked by a friend of the plaintiff to sign 
a memoria! in favor of the plaintiff. He declined. The plain- 
tiff’s friend pressed him to sign and asked his reasons for declin- 
ing. Thereupon defendant stated his reasons, and this statement 
was held a privileged communication. (Cowles v. Potts, 34, L. J., 


Q. B. 247.) 
(To be continued.) 
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The New York Public Library— What It Offers to 
the Student of Economics and of Accountancy 


By Josepu J. Krein, Pu.D., C.P.A. 


Tue LiBRARY 


At the intersection of New York’s busiest thoroughfare with 
her one time most exclusive residential avenue, rising in its 
splendor of subdued white, and backed by the green relief of 
Bryant Park, stands the new Library. It is with pardonable 
pride that the native son regards this creation of a gifted artist’s 
brain; it is with admiration that the stranger views this product 
of what has been styled the “ modern Renaissance.” 

Space does not permit nor, indeed, is it necessary, in view of 
the number of current newspaper and periodical articles on the 
subject, to detail the history or describe the beauty of the In- 
stitution. Those who are interested in these matters will readily 
find how in 1848 or 1849 Mr. Astor founded the library which 
bore his name, how Mr. Lenox donated his rare treasures to 
our city and how Mr. Tilden provided for unification. The 
circulating libraries which received such stimulus by the princely 
gift of Mr. Carnegie, and the various other activities which are 
combined in the Astor, Lenox and Tilden foundation, may also 
be found widely treated. It is not the purpose of this article to 
deal with these matters, but rather to address itself to the double 
task of presenting to the readers of the JoURNAL an explanation 
of the services the Library stands ready to offer to students 
of Economics and of Accountancy. 


THE Lrprary IN GENERAL 


Were we to ask ourselves what it is that makes a library 
great, the answer would surely prove of aid in the task before 
us. Books, first of all, suggest themselves. The really good 
library must be well stocked, must be reasonably com- 
plete and must be kept complete. In this respect, the 
New York Public Library, with its several millions of 
volumes and with provision for the acquisition of new 
publications in all fields of knowledge, together with a readiness 
to acquire older’ works in order to round out departmental 
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collections, stands the first test imposed. The authorities do 
not aim to build up special libraries such as those of the Acad- 
emy of Medicine or of the Bar Association. This would be a 
wasteful duplication, because properly qualified workers may ob- 
tain access to the collections mentioned and to similar ones. But in 
order to assist in research a so-called union catalog has been 
established whereby books not possessed by this library are located 
elsewhere. 

Besides possessing books, it is essential that they be made 
available. For this purpose one of the most complete card 
index systems in the country—and hence in the world—has been 
installed. The drawers containing the cards are arranged in the 
catalog room which adjoins the general reading room. In this 
spacious and well lighted room are arranged many desks. Along 
the sides of the room books of general interest, such as popular 
texts on various subjects, have been placed upon open shelves 
so that the reader may obtain them for himself conveniently and 
without delay. This reading room feature adds a third essential 
to library greatness; namely, that of a convenient and com- 
fortable place for using the books. 

Without aiming at completeness in this analysis, we shall 
point out a final—the fourth—requirement of a great public 
library. Such an institution must be served by able librarians 
who are sufficiently familiar with their work to be able to direct 
the novice in his search to the end that the time and energy of 
the individual reader be conserved. It is an acknowledged fact 
that the staff of the library is composed of some of the most 
efficient men and women in several departments, while the corps, 
as a whole, is much better able to cope with the problem of library 
economy now than before consolidation. Though it is by no 
means a perfect working unit yet, we are permitted to entertain 
reasonable hopes of gradual improvement with the passing of 
time. 


THE DEPARTMENT OF ECONOMICS 


Much more might have been written regarding the general 
features of the library, but, in behalf of space, some of the de- 
tails may just as well be treated in connection with the special 
department of Economics. It is the aim of the director of this 
department—he also has charge of sociology—to make it a 
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public research seminar. In order that it may perform such 
a function a number of features are essential. So, just as in 
the case of the library per se, we shall procceed to apply the tests 
which suggest themselves to us. 

A seminar in econamics must have at its service a large and 
properly selected library. In this respect this one is almost ideal. 
There is only one other library in this country which contains 
a greater number of volumes; namely, the Chicago John Crear 
Library. The New York Public Library contains about 60,000 
titles in Economics and Sociology. Mr. Clement W. Andrews, 
writing in the 1910 edition of Palgrave’s Dictionary of Political 
Economy, is authority for the statement that the new library 
“is believed to have the best collection of economics of any public 
library in the world outside of the British Museum.” 

For the purposes of a research seminar, it is also necessary 
that a qualified expert be engaged to complete such divisions 
of the department as show gaps, and also to keep the department 
supplied with current contributions, especially from the pen of 
other than English-writing authors. The department of Eco- 
nomics is fortunate in this respect. Dr. Charles C. Williamson, 
who was called from his chair at Bryn Mawr to direct the work 
with which this division deals, is a happy choice by virtue of his 
training and his sympathies. The writer confidently expects 
that the funds at Dr. Williamson’s disposal will find suitable 
expression in terms of departmental improvement. The direc- 
tor’s ideal is to serve the wants of readers by anticipating their 
desires. He should like his section to become a great public 
seminar in Economics and Social Science. 

Now, besides providing collections, it is also necessary, as 
was seen before, to make the books easily available. Unfor- 
tunately, the architect in planning the building failed to provide 
for this department sufficient space to permit the entire collec- 
tion to be housed in the section assigned to Economics and 
Sociology. No criticism is intended, for it is well known how 
conflicting claims forced themselves forward, and how utterly 
impossible it was to meet the desires of every specialist. This 
limitation of space, coupled by a practical difficulty of cataloging, 
made it necessary that books on the same subject be kept to- 
gether. Thus, if certain books on, say, economic theory, were 
deemed desirable for the seminar room, it was necessary that 
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the entire collection in this field be placed there. The problem 
confronting those in charge of the segregating must hence be 
patent. 

Among the works in the seminar are those dealing with 
money, banking, finance and credit. Though others are not 
here, those who obtain permission to work in the study room 
can arrauge to have brought to them whatever volumes they 
desire. The collections in the seminar—as also those in the 
unusually light stack room, in some exceptional cases—are made 
easily available for personal inspection. The benefit of this 
arrangement will at once be evident to anyone who has had 
occasion to perform research work in which titles were sug- 
gested solely by the use of indexes, The opportunity of looking 
through the books themselves will often lead to material which 
otherwise might escape notice. 

Still dealing with the topic af availability, two other items 
are to be noted. The beginner in research often wanders aim- 
lessly until he “finds himself.” It is difficult to estimate the 
advantage of being able to consult with specialists, such as the 
director of this department, for example. Much useful effort 
will be saved and much more effective work made possible by 
the arrangement of having experts in charge of the various 
divisions. The other point in this connection deals with the 
matter of publicity. To know what books on a subject are 
available is a great aid to the student. This knowledge is 
furnished in two ways, The first way has already been men- 
tioned; namely, the opportunity to inspect books upon the 
shelves. The other source of information is furnished by the 
monthly Bulletin of the New York Public Library. From time 
to time the authorities publish lists of their possessions in cer- 
tain fields. Only one such will be mentioned here. From March 
1908, to and including June of the same year, the Bulletin con- 
tained full titles of the Library’s books on Money and Banking— 
now, perhaps, as many as 8,000 volumes. 

And now a final word regarding the Department of Eco- 
nomics. It would still fail to meet our fullest expectations were 
it not for the fact that the physical comfort of the reader were 
so well provided for. The seminar room, though somewhat 
smaller than we should like to have it, contains decks placed so 
as to receive a maximum of natural light—the depressing at- 
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mosphere of the old Astor is entirely absent. Soft light is avai!- 
able for evening use. Even angle book rests have been pro- 
vided. And, perhaps as important as any other single item is 
the fact that a quiet haven is assured. 

Leaving this division for a short description of the works 
on bookkeeping and accounting, we may conclude by congratu- 
lating the city on the possession of such a means for the pursuit 
of higher research, and expressing the hope that the treasures 
which it offers to all who seek its aid will be suitably appreciated, 
and that it will lead to the one result which alone can repay the 
community for its munificence—the production of worthy contri- 
butions to the sum of knowledge. 


BOOKKEEPING AND ACCOUNTING 


it is with regret that we note no corresponding splendor here 
to that which greeted us in the library as a whole, or the De- 
partment of Economics in particular. The first point which at- 
tracted the writer’s attention was the hybrid nature of the collec- 
tion as it reveals itself on the few shelves devoted to it in the 
stack room. Though several thousand volumes are in the section, 
probably less than five hundred deal with accounting, the rest are 
on correspondence, commerce, rapid calculations, business tact, 
etc. 

Should one be surprised to learn of this conglomeration, we 
venture a possible solution. It is known that the beginnings of 
business education in America date back to the itinerant penmen. 
Eventually they added “ short cuts” in arithmetic to their stock 
in trade. Definite instruction in bookkeeping came later, while 
it was not until the last decade that higher education for the 
business professions was made possible. The subjects found 
represented in the same section as that devoted to accounting is 
thus explained in the light of growth in business education. 

Despite the fact that the collection is such an unscientific one, 
a number of valuable items are included. For example, in 
accounting are found about half the issues of the Accountants’ 
Library, various books from the pen of Dicksee and other 
recognized authorities, the bound volumes of American and 
English accounting journals and various foreign works dealing 
with related subjects. Many items which should be included are 
not to be found, but more of this later, 
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Regarding this historical development of bookkeeping, the 
well-known editions of Brown’s History is, of course, repre- 
sented. Besides, an unfamiliar pamphlet on “ The Origin and 
Progress of Bookkeeping, comprising an account of all the 
works on this subject published in the English language, from 
1543 to 1852, with remarks critical and historical,” and Heap’s 
“ The Antiquity of Bookkeeping, An Historical Sketch,” give an 
idea of what material may be found there for the writing of a 
comprehensive history of the subject. 

The late Mr. S. S. Packard formed a collection of American 
books on bookkeeping. Judging from what he was enabled to 
bring together, the New York library is remarkably poor in 
this field. It is suggested that, inasmuch as so many of these 
treatises on bookkeeping can readily be acquired from dealers 
at a nominal figure, an effort might be made to do so. 

The improvement just suggested, together with others which 
may be advanced from time to time by professional accountants, 
should, it is hoped, soon place the accounting section of the New 
York Public Library on a plane commensurate with that already 
occupied by the Department of Economics. 
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EDITORIAL 
The Monetary Commission 


One of the interesting features of the present session of Con- 
gress is the laudable curiosity which the representatives of the 
Democratic Party display in the Republican cost of living or 
governing. This curiosity is a wholesome thing and should be 
encouraged. It is quite possible that the Democratic Party does 
not contain as much gray matter as the Republican Party; never- 
theless a thoroughly patriotic Republican, after he has enjoyed 
the fruits of office for thirteen or fourteen years, should find in 
his party’s defeat the consolation of knowing that a new financial 
broom is going to sweep all the dust and litter off the national 
balance sheet. 

We doubt, however, if the Democrats will make political 
capital out of their effort to show that the National Monetary 
Commission has been wasting money. They have discovered 
that this Commission, which was appointed in June, 1908, has 
published about fifty volumes on Finance; that its expenses 
amounted to two hundred and seven thousand dollars, and that it 
has not yet put forth an official report. Inasmuch as these fifty 
volumes are not reckoned among the year’s best sellers and are 
in no sense competitors of the stories of Mr. Chambers and the 
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poems of Mrs. Wilcox, the conclusion seems to follow that the 
two hundred and seven thousand dollars has been wasted. To 
be sure Mr. Aldrich, Chairman of the Committee, has put forth 
a tentative plan for the improvement of our banking system 
which provides for the creation of a Central Bank under the 
name of a Central Reserve Association, and this tentative plan 
has received endorsement of many associations of bankers and 
business men. Yet the Commission itself has not officially com- 
mitted itself in favor of any plan. And so the Democratic states- 
men in Washington are inclined to ridicule the Commission, to 
criticise the scale of its expenditures and to declare that its crea- 
tion was a piece of Republican extravagance. 

The JourNAL oF AccouNTANCY is neither Republican nor 
Democratic, but it wishes to go on record with the prediction that 
the two hundred and seven thousand dollars expended by the 
Monetary Commission will be regarded by posterity as having 
been exceedingly well spent. In the first place those fifty volumes 
published by the Monetary Commission are an invaluable con- 
tribution to the literature of Finance in the English language. 
They bring to American students the banking experience of all 
nations. They show us clearly why other countries weather 
financial storms which in the United States leave panic and ruin 
in their wake. They show why the credit of business men in 
other countries is always salable at a fair and reasonable price 
so that no solvent concern need ever dread the sheriff’s approach ; 
whereas in the United States business interests are subject to 
violent contractions of credit and to ruinous fluctuations in the 
rate of interest. In short, these volumes in the most authorita- 
tive manner possible—for they are written by men without 
special or financial interest in the welfare of this country—pro- 
vide the material for an absolutely correct diagnosis of the finan- 
cial ailments of the United States. What does it matter that the 
Monetary Commission has not put forth a plan? The informa- 
tion they have collected, if it shall be digested by a Committee of 
Congress, will surely lift the country out of the financial nightmare 
which has spoiled its peace and retarded its prosperity for over 
half a century. 

Let the Monetary Commission rest in peace. In our opinion 
its work is done. Now it is up to the Committee of Congress to 
understand what the Commission has accomplished and to draft 
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legislation which shall make capital equally safe in all parts of 
the United States, render a currency panic impossible and for- 
ever destroy the speculation bacillus in Wall Street. 


Annual Meeting of the American Association 


It seems fitting at this time to call the attention of accountants 
to the fact that the American Association will hold its next annual 
meeting on September 19, 20 and 21, 1911, in San Francisco. 

The committee in charge of the arrangements has been dili- 
gently at work ever since last fall in preparing for a session that 
will be full of recreative as well as educational value to all who 
attend. Their success is shown by the excellence of the program 
printed on another page of this issue. Those who were present 
at the annual meeting in 1910 in New York will need no urging 
to attend this meeting. The occasion proved both pleasant and 
profitable in every sense. Those who were not present should 
remember that the advancement of the profession as a whole 
and of the individuals composing it depends not a little upon a 
full attendance at this, the only occasion on which the Association 
as a whole is together. To some who live so close to the Atlantic 
Ocean that they are never free from its influence, it may seem 
that California is a long distance away. However, there are 
those who maintain that the hospitality of the State makes the 
trip seem short. There are also those who are daring enough 
to assert that there is just as much of the spirit of knowledge in 
evidence on the Pacific coast as on the Atlantic. The committee 
as a whole is not yet prepared to make a full announcement of 
all that they will do for visitors, but from the preliminary indica- 
tion there will be enough to make it worth while to close the 
office for a week and take in this, the first meeting on the Pacific 
coast. 


Canadian Accountants’ Magazine 


THE JourNAL takes great pleasure in announcing and wel- 
coming the publication of the Canadian Chartered Accountant, 
a quarterly magazine, the first number of which has just made its 
appearance. The magazine is the official organ of the Dominion 
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Association of Chartered Accountants, and its publication was 
determined upon at the last annual meeting of the Association. 
The initial issue is small, but it has a dignity and conservatism 
both in form and matter that promises well for its future. More- 
over, as the fore-word of the magazine says, “ small beginnings 
are no indication of ultimate results.” Among the most valuable 
features of the Canadian Chartered Accountant is the collection 
of reports from the various constituent societies of the Associa- 
tion. One of the chief regrets of THe JouRNAL has been that it 
has not been able to secure, with any degree of regularity, news 
of interest from all the State C. P. A. Societies. Of the seven 
constituent societies in the Dominion Association only two failed 
to supply news for the first issue of their magazine. This good 
showing, as well as the good showing made in the other depart- 
ments of the magazine, will, we trust, be maintained in the future. 
THE JOURNAL extends cordial greetings to the Chartered Ac- 
countant, and wishes for it a most prosperous existence. 


Accounting Publications in New York Library 


In his excellent article on the New York Public Library and 
the Opportunities it Offers to Students of Accountancy in this 
issue of THE JouRNAL, Mr. Joseph J. Klein notes the fact that there 
is a deficiency of material in the department of accounting, which 
could easily be remedied and which the directors would be glad 
to remedy. The director of the department of economics, in 
particular, is anxious to make the collection of works on account- 
ing absolutely complete, and to that end is desirous of co-operat- 
ing with such societies and bodies as may be able to assist him 
in his endeavor. The suggestion is also made and heartily sec- 
onded by THE JourRNAL that the New York State Society of Certi- 
fied Public Accountants, possibly through the committee on educa- 
tion, give to the director of the library the benefit of their special 
experience and training. Only in this way can the field of ac- 
countancy be adequately represented in that splendid collection 
of works on economics. With such co-operation, which is urged 
not only as a matter of civic pride, but as a matter of professional 
advancement, the New York Public Library could be made sec- 
ond to none in its resources. 
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The 1911 Annual Meeting of the Association will be held in San Fran- 
cisco on September 19th, 20th and 21st at the St. Francis Hotel. 


The Annual Meeting Committee, acting in co-operation with the Cali- 
fornia State Society of Certified Public Accountants, has arranged the 
following tentative program for the meeting: 


Monday, September 18, 1911: 


Trustees’ Meeting, 10.00 A.M. 
Afternoon, 4 to 6—Reception. 
Evening—Announcement later. 


Tuesday, September 19, 1911: 


Forenoon—Business Meeting. 

Afternoon—Paper by Mr. John P. Young, editor of the San Fran- 
cisco Chronicle, on “ Public Accounting in An- 
tiquity.” 

Paper by Professor H. Rand Hatfield on “ Some Varia- 
tions in Accounting Practice.” 


Evening—Trip through Golden Gate Park and informal dinner at 
Cliff House. 


Wednesday, September 20, 1911: 


Forenoon—Election of officers and completion of business. 


Afternoon—Paper by Waldron H. Rand, of Boston, Mass. (Sub- 
ject to be announced later.) 


Evening—Open. 


Thursday, September 21, 1911: 


Forenoon and Afternoon—Trip to Mt. Tamalpais and Muir Woods, 
installation of officers at top of mountain; luncheon 
at Muir Tavern or in Redwood Canyon. 


Evening—Banquet. 


Friday, September 22, 1911: 


Golf Tournament. 

This preliminary announcement is made at this time to remind members 
of the meeting in September and in the hope that many will now make 
arrangements so that they can visit the Pacific Coast at that time. 

Further announcements will be made later, but if in the meantime any 
member desires information or suggestions regarding points of interest 
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on the various routes to the Pacific Coast, the Committee will be glad to 
advise him. 


California State Society of Certi- American Association of Public 
fied Public Accountants, Accountants, 
G. T. Kurnx, President. G. R. Wesster, 
Joun F. Forses, Secretary. NormMAN McLaren, 
Annual Meeting Committee. W. R. MAcKENzIE, 


The following table of railroad rates has been issued and sent to each 
member of the Association for his information: 


Railroad Rates for the Summer and Fall of 1911 to San Francisco and 
Return, from the Cities Below Named: 


June I, 


Both Ways One Way 
Direct Portland 


New York—Both ways, standard lines ................ $110.30 $125.30 
New Yorxk—Both ways, differential lines .............. 105.80 120.80 
Burrato—Differential lines 91.70 106.70 
PHILADELPHIA—Both ways, standard lines ............. 108.50 123.05 
PHILADELPHIA—Both ways, differential lines ........... 105.80 120.80 
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Correspondence 


Treatment of the Commission Account 


To THE JoURNAL OF ACCOUNTANCY: 


Replying to the request of an interesting little article on the subject of 
The Treatment of the Commission Account, signed J. H. K., in your June 
number, it is evident from the wording of the article that an unduly great 
difference of opinion as to the proper disposition of such an account 
existed in the minds of the participants of both the dinner and the dis- 
cussion. A Bank Examiner states that the $200,000 should have been 
charged off at once, and another gentleman states that it could be shown 
in the balance sheet indefinitely. : 

To say that an economic account is an asset, and carry it on a balance 
sheet indefinitely, might lead one to believe that the business is of such a 
nature that it is reimbursed for expenses or liabilities that it incurs, and 
for a greater expenditure there would be a corresponding increase in the 
financial strength of the business. 

The writer sees absolutely no essential difference between a Commis- 
sion Account, as discussed here, and an ordinary Salesman’s Commission 
Account. They are both losses to the business, and must be provided for, 
except that the Salesman’s Commission Account is chargeable to the 
operating period in which it was incurred, and even such an account, or 
a portion thereof, might properly be shown in the balance sheet as a De- 
ferred Charge to Future Operations, if the commodities are to be manu- 
factured six months hence, or after an accounting period. 

To Charge $200,000 at once to Net Income from Operations or Profit 
and Loss Surplus for the Period would also be improper. While this 
would in no way affect the Profit and Loss statement for the period, up 
to the caption just mentioned, its net result as shown in the balance sheet 
would appear as a loss on the operations for the period. This is not true, 
and might tend to injure the credit or standing of the business, besides 
depriving stockholders of a dividend, which the accountant must also not 
fail to take into consideration in making an equitable disposition of such 
an item. 

The effect of such an entry would only transfer the commission account 
to another with a less favorable nomenclature, i. e., profit and loss account, 
and there can be no question that the former is preferable, and quite 
proper. Assuming that the directors of the corporation were of the ultra- 
conservative kind, and did not wish to declare any dividends on the stock 
until the Organization Expense Account was entirely written off, and, 
further, attached no significance to the fact that the balance sheet of the 
corporation showed no profit and loss surplus or undivided profits for 
the period of operations, then they might reduce the organization expense 
account by the entire amount of net profits earned during the period, but 
no more; setting it up in the balance sheet as $150,000 rather than show a 
like amount as a loss after its first period of operation, at which time the 
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balance sheet of the corporation will undoubtedly be carefully scrutinized 
by interested parties. On the other hand, if the profits for the period 
exceeded the organization expenses, there would still be no reason for 
charging the entire organization expense account at once, unless such 
account was too small to warrant the distribution of it, over more than 
one period; each problem would of course have to be given due considera- 
tion and perhaps different treatment with respect to the writing off of the 
account, but under no circumstances should such an account be carried 
indefinitely as an asset. A situation where profits from operations would 
be insufficient to take care of the periodical Commission Account Charge 
to it, (if it were decided by the Board of Directors of the Corporation 
to distribute such an account over a given number of periods) would be 
very rare, but if we were confronted with one, then it would be only ordi- 
nary conservatism and an accountant’s duty to decrease the commission 
account by the total net profits from operation and show the difference on 
the balance sheet as a loss, rather than to allow a change in the amount 
of the commission account to be written off periodically. 

The foregoing is the writer’s personal view on the subject, based of 
course on what he has studied and read. He cannot as yet truthfully say 
his experiences, for they have been rather limited. However, criticisms 


from readers are welcome. 
Pui H. HeEssot. 


Announcements 


James P. Robertson, C.P.A. and Herbert Elles Smith, C.P.A. have an- 
nounced the formation of a copartnership under the firm name of Smith 
& Robertson, Certified Public Accountants, with offices at the White 
Building, Seattle. 

Messrs. Smith & Robertson retain the same relation as formerly with 
Messrs. Lester Herrick & Herrick, Certified Public Accountants of San 
Francisco, and will continue to conduct their business in the State of 
Washington. 

Ernest W. Lovejoy, F.A.A., C.P.A., Charles E. Mather, A.C.A,, 
C.P.A., and H. Hough, F.A.A., who have been for many years managers 
with the firm of Price, Waterhouse & Company in New York, have an- 
nounced that they have former a partnership for the practice of public 
accounting under the firm name of Lovejoy, Mather & Hough, with 
offices at 15 Wall Street, New York City. 

Mr. Edward T. Perine has announced the opening, August Ist, of 
offices in the Singer Building, 149 Broadway, New York City, for the 
conduct of a business of auditing and reporting upon accounts, and of 
compiling and publishing statistics and other data not derived from the 
auditing work. 
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California Accountants Bill 


The bill quoted below was drawn up and advocated by the Southern 
California Association of Public Accountants. It was introduced at the 
last session of the legislation in the State of California, but was appar- 
ently buried ia committee. However, this is not discouraging, for the 
mere fact that the attention of the lawmakers has been called to such 
matter ought to make easy action on this line possible in the near future. 


SENATE BILL. No. 1259. 
AN ACT 


To require any corporation organized for profit to provide for an 
annual auditing of its books and accounts by a Certified Public Account- 
ant, defining the duties and powers of such Public Accountant in rela- 
tion to any such corporation, and prescribing a penalty for any violation 
hereof. 

The people of the State of California, represented in senate and as- 
sembly, do enact as follows: 


Section 1. Every corporation organized for profit, and having a 
2. capital stock represented by shares and relying upon the sale of said 
3. shares to the public, in whole or in part for its capital, now, or here- 
4. after organized under the laws of California, or now or hereafter 
5. doing business in the State of California, shall prepare a statement 
6. showing the financial standing of the corporation, at the end of each 
7. fiscal year, and send same to each and every stockholder at least 
8. fourteen days prior to the annual meeting of said stockholders. Said 
g. statement to be approved and signed by the auditor who shall be a 
10. certified public accountant with his report on same. 
re. Such auditor to be appointed by the stockholders of each and every 
12. such corporation doing business in the State of California, as follows: 
13. At the time of incorporation of any company, the auditor who 
14. shall be a certified public accountant, practicing in this state, shall be 
15. elected by the stockholders, by a majority vote of said stockholders, 
16. and shall be elected at each and every annual meeting thereafter, in 
17. the same manner. 
18. In the event of such duly elected auditor, resigning through ill 
19. health, or otherwise, his successor shall be elected by the stockholders 
20. at a meeting called for such election, or by a committee appointed by 
21. said stockholders to provide for such a contingency. 
22. The auditor so elected shall have access to the books, papers, etc., 
23. of the corporation for inspection or audit at any time during business 
24. hours, and may employ such accountants, or other persons, that he 
25. may consider necessary, at the expense of the company, and he shall 
26. either make a special report on said accounts or simply confirm the 
27. same, and such report or confirmation shall be read, together with the 
28. report of the directors, at the annual meeting of the stockholders. 
29. If any person in return, report, certificate, balance sheet, or other 
30. document required by or for the purposes of any of the provisions 
31. of this act, wilfully makes a statement, false in any material par- 
32. ticular, knowing it to be false, he shall be guilty of a misdemeanor, 
. and shall be liable on conviction, on indictment, to a fine. And any 
34. corporation that may fail, or neglect to comply with the provisions 
35. of this act, shall be deemed guilty of a misdemeanor punishable by a fine 
36. of not less than $500 nor more than $1,000 for each offense. 
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Epitep spy Lee GALLoway, Pu.D. 


THE FORTY-SIXTH ANNUAL REPORT OF THE CITY OF 
BURLINGTON, VERMONT, FOR THE YEAR 1910 


In looking over the financial statements presented, it is noted that there 
is no statement of revenue and expenses, and this at once raises the ques- 
tion whether the accounts are so kept as to show for a fiscal period all the 
revenues that have accrued to the city, whether actually collected in cash 
or not, and all of the expenses that have been incurred, including salaries 
and wages, regardless of whether the same have been paid in cash or not 
during the period. 

It is only by means of such a statement that it can be determined 
whether the revenues have been sufficient to meet all of the expenses of the 
period, and without such statements proper comparisons of the several 
items of expenses and revenues with prior periods for the purpose of judg- 
ing of the efficiency of administration cannot be made, nor is there a proper 
basis for determining cost per unit of results. 

In the general balance sheet presented there is not a proper correlation 
of assets and liabilities. To the end that a balance sheet may be intelligible 
and of the greatest value to officials and citizens, assets and liabilities 
should be so presented as to show a comparison or relation between 
assets of the general or current account and the liabilities which are to 
be met by them and the resulting surplus or deficit. Assets pertaining to 
special and trust accounts should be opposed only by liabilities which can 
be liquidated by the same, and such assets and liabilities should be shown 
in a separate statement because they are entirely distinct and have no rela- 
tion to other assets and liabilities of the city. Real estate, buildings and 
improvements, on the one hand, and bonded debt, on the other, should 
form a separate section of the balance sheet. The sinking fund should 
appear as a deduction from the bonded debt and the net amount should 
be shown as the liability. In the balance sheet presented, the sinking fund 
is shown as a liability under the head of Funds. The only effect of this 
is to confuse. 

There should be a sinking fund balance sheet which will show the re- 
serve for actuarial requirements or the amount which on an actuarial basis 
should be in the sinking fund at the end of any fiscal period. On the 
assets side, as opposed to this reserve, should be the actual cash and securi- 
ties or investments on hand. A comparison then of these two elements 
will show at any time whether the amounts paid into the sinking fund are 
sufficient, the difference being either a surplus or a deficit. 

Fund accounts, properly speaking, should not be treated as liabilities 
in the balance sheet, since they are not liabilities in a legal or practical 
sense, being merely limitations on officers to spend money. These accounts, 
however, should be stated in a “ fund” balance sheet which will show the 
reserves for outstanding orders and contract liabilities and unencumbered 
balances of appropriations and funds, on one side, and on the other, the 
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amount of cash in excess of demand liabilities, the amount of outstanding 
accounts receivable, and the estimated or anticipated revenues which it 
will be necessary to collect to meet such contingent liabilities and appro- 
priations. 

While separate statements to show assets and liabilities and funding 
relations are here recommended, it is nevertheless desirable to show in a 
condensed summary a consolidation of the statements, preferably by co- 
lumnar arrangement, in order to give in a single picture the complete 
financial status of the municipality in all its relations. 

In the text of the mayor’s message (p. 214) attention is called to “an 
unusually heavy overdraft this year, made possible by having unforeseen 
and unpreventable expense during the year.” This fact is not clearly dis- 
closed by the financial statements, which does not speak well of the 
manner in which they are prepared. 

The item in the general balance sheet, under “ Liabilities—Funds” 
United States deposit $56,293.04 is not made clear; it is called “ Temporary 
Loans ” in the treasurer’s trial balance shown on page 175, whereas in the 
statement on page 206 temporary loans are stated as $20,000. The item 
“Fletcher Public Library” $1,521.06 shown under “ Accounts Payable” 
in the same balance sheet is shown on page 163 to be an unexpended bal- 
ance of an appropriation. These and other similar things indicate that the 
financial statements are anything but clear. 


THE MANAGEMENT OF ENGINEERING WORKSHOPS, 2nd 
Edition, by ArrHur H. Barker, B.A., B.Sc., etc. Published by the 
Technical Publishing Company, Ltd., 55 and 56 Chancery Lane, Lon- 
don, W. C., 1903. Price 7s. 6d. net. 

Mr. Barker’s book treats of management in its relation to a special 
field of manufacturing. In some respects an engineering work is typical 
of all manufacturing since it involves a consideration of nearly every 
condition that is likely to arise in any other establishment. Differences 
will be more of degree than of kind. 

Mr. Barker outlines a complete system of organization and methods 
for handling the work. So thoroughly posted is the author with all the 
“tricks of the trade” that every page contains not only valuable sugges- 
tions for betterment, but revelations as to the conditions existing in the 
general run of English shops to-day; and most of Mr. Barker’s experi- 
ence we could easily duplicate in America. The following sounds aston- 
ishingly familiar. “‘ Whether it is due to the natural conservation of the 
British workman, or his laziness or to the fact that from his apprentice 
days he has imbibed and absorbed the principle of restriction of output 
so that it has become part and parcel of himself, the fact remains that 
it is a most difficult thing for the foreman to induce the man to maintain 
the tools at the proper speeds, and it is only comparatively few employers 
who recognize the extent of the evil. It is not by any means confined 
to the unionist section of the men; non-unionists are almost, if not quite, 
as bad. The remedy is to be found in a strong foreman, who has accu- 
tate means at his disposal for instantly detecting exactly what is the actual 
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speed at which a tool is running at any time and a well-recognized rule 
which must not be departed from, except on his express instructions. . 

It may be said that a practical man can tell at a glance whether or not 
the tool is running as fast as it ought to do. The fact is, however, that 
prejudice and custom have such a great deal to do with what a man 
thinks is the correct speed, that it is not safe to rely on the eye alone. 
Nothing that can be determined by accurate observation should be left 
to anybody’s judgment, no matter how ‘practical’ he may be.” 

This quotation also indicates that the author’s methods are in line 
with the newer ideals of gaining industrial efficiency; i. e., the obtaining 
of standards and the maintaining of them by a system of functional fore- 
manship. 

About one third of the book is given to a discussion of Cost-keeping. 
No new theory is advanced regarding the proper items to be considered 
or the “true” method of distributing the “establishment cost.” 

The method of reckoning the establishment charges on wages alone is 
not taken because it is absolutely correct, but because it is a “ convenient 
rough approximation.” This part of the book will be especially interest- 
ing when read in connection with Mr. Church’s “ Production Factors.” 
Mr. Barker gives a clear exposition of the methods adopted by most 
firms, but criticises the manner which many of them use in its application. 
His treatment of costs is marked with that clearness of statement and 
sureness of touch that comes from a thorough knowledge of the technical 
details of the engineering business and a complete realization of the diffi- 
culties to be encountered in carrying out any system of cost accounts. Asa 
whole Mr. Barker has given us a book that is valuable to any man de- 
sirous of knowing more about the subject of factory organization as ap- 
plied to engineering works. 


PARTNERSHIP LAW, by E. F. De L’Hoste Ranxrna, E. E. Spicer, 
E. C. Pecter. Published by H. Foulks Lynch & Co., 9 Fenchurch 
Street, London, E. C. 1911. Price 6s. net. 

This book of about 125 pages affords a brief and concise statement of 
the Law of Partnership. It is especially written for the business man. 
Partners will find much to interest them in the law which governs their 
relation inter se. 

A separate chapter has been given to Limited Partnerships. It will 
be interesting to watch the effect of the Law of 1907, by which it has 
been made possible for some members of a firm to obtain limited liabili- 
ties by registration of the firm under this act. About the same time par- 
liament gave statutory recognition to the principle of Private Companies. 
Under this act it is possible for an association of persons, with a mini- 
mum number of two, to secure Limited Liabilities. As the private com- 
pany was an economic fact before the passing of the Companies Act, it 
is possible that the English business man will prefer to take advantage 
of this Act rather than the Limited Partnership Act of 1907. 

The book is meant for Englishmen, but the basic law of Partnership 
is so similar to our own that it is instructive to follow the development 
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that is running parallel to our own law under the pressure of rapidly 
changing business methods of organization. 


INSURANCE AGENTS ACCOUNTS, by A. H. Mactean, C.A. Pub- 
lished by Gee & Co., 34 Moorgate Street, London, E. C., 1911. Price 
2s. Od. 

This book is written for the Insurance Agents, who carry on other 
business than that of acting as an Insurance Agent. This is very common 
in England as well as in America. The method as explained in this book 
will enable insurance records to be kept so as to be readily handled and 
yet not be too bulky. The system has been in actual use for over four 
years and has been proved successful by the test of practical experience. 

The author does not depend upon a wide knowledge of accounting on 
the part of his readers. He has, therefore, adopted the pedagogue’s 
method of offering advice and illustrations which may seem unnecessary 
to those men who are familiar with the insurance business. The Contents 
disclose the following Chapter headings: 


Part I. Recorpinc, MetHops oF Etc. 
Chapter I. Correspondence. 

i II. The Policy Register. 

o III. The Insurance Diary. 


Part II. AccountTINe. 
Chapter IV. The Insurance Journal. 
Ledger. 
* Cash Book. 
“ VII. The General Ledger. 
“ VIII. Subdivision of Insurance Ledger. 
7 IX. Claims. 


HOW TO READ THE BALANCE SHEET OF A COMMERCIAL 

CONCERN, 3d Edition, by Francis W. Prxtey, F.C.A. Published 

by Gee & Co., 34 Moorgate Street, London, E. C. Price rs. 8d. 

Although this little book is based upon a paper read before the Glas- 
gow Chartered Accountants Students’ Society in 1906, the subject matter 
will ever be new. The true financial position of a concern is seldom un- 
derstood by a reading of the balance sheet. Even the practiced account- 
ant can arrive at a satisfactory explanation only after outside information 
is supplied him. To the shareholder or prospective investor the balance 
sheet is ordinarily a closed book. To such this essay will be a great help. 
Even the experienced bookkeeper will get many suggestions from its 
pages in the way of hints for criticising strange balance sheets. 


THE AMERICAN YEAR BOOK. 1910. Edited by S. N. D. Norra, 
LL.D. D. Appleton & Co., 1911. 
This volume—a record of events and progress for the year 1910—is 
the first of a series to be published annually under the direction of a 
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supervisory board which represents a body of experts belonging to 
national learned and technical societies. Necessarily each topic is treated 
briefly as the book includes scientific matter as well as the usual political 
and statistical material. It is a handy book of reference for professional 
men, writers, teachers and business men. To make reference more con- 
venient, the matter is divided into departments of affiliated subjects instead 
of the usual alphabetic succession. For instance, under the heading 
Economic Conditions and the Conduct of Business we find these subjects 
discussed: The Revival of Business, Agriculture, Foreign Trade, Building, 
Copper, Business Failures, High Prices, etc. 

Although other countries are touched upon, especially in so far as 
they affect the United States, still the main object is to record progress 
in the United States. 

The nine main headings of the volume are: Comparative Statistics, 
History and Law, Government and Administration, Functions of Govern- 
ment, Economic and Social Questions, Industries and Occupations, 
Science and Engineering, The Humanities, including art, religion, litera- 
ture and education, and Current Record, including societies and inter- 
national congresses, chronology and necrology. 

Among the members of the Supervisory Board are Elmer E. Brown, 
Chancellor-elect of New York University, Prof. F. H. Giddings, Prof. E. 
R. A. Seligman, Prof. G. W. Kirchwey of Columbia University and Prof. 
A. B. Hart of Harvard. Among the contributors to the Year Book are 
Prof. J. M. Baldwin, Prof. H. W. Farnum, Thomas Gibson, Prof. A. B. 
Hart, Dr. Emory Johnson, and others, all of whom are recognized as 
authorities on the particular subjects which they contribute. 


COST-KEEPING FOR MANUFACTURING PLANTS, by Srteriinc 
H. Bunnett, Px.B., M.E. Published by D. Appleton & Co., New 
York, 1911. Price $3.00 net. 


WORKSHOP COSTS, ENGINEERS AND MANUFACTURERS, 2nd 
Edition, by StncLarr Pearn and FRANK Pearn, Directors of Messrs. 
Frank Pearn & Co., Ltd. Published by The Technical Publishing 
Company, 287 Deansgate, Manchester, England, 1905. Price 12s. 
6d. net. 

The methods by which manufacturers have exploited the industrial 
resources of America have not been different in their nature from the 
methods adopted by the agriculturists. The extensive method has been 
used in both cases, because it paid best from the ordinary business point 
of view. It paid the farmer to plant broad acres, to cultivate hastily and 
to reap carelessly—to take the cream from the land of a virgin soil and 
then to move on. There were big returns, enormous waste and large 
profits. The manufacturer has had a condition not fundamentally differ- 
ent from that of the farmer. Virgin resources and virgin markets have 
been his to exploit, and he has adopted the extensive methods as being 
the best business policy. Abundant nature under the lash of the new ma- 
chine age gave large returns and an ever-expanding home market guarded 
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by a protective tariff offered not only an outlet, for the goods of any 
particular manufacturer, but also new opportunities when the old indus- 
try had been freely exploited under the extensive methods. The Ameri- 
can market conditions have been to the American manufacturer what 
free land has been to the American farmer. It has enabled him to be 
prodigal of his outlays and wasteful in his methods and still to reap a 
harvest bountiful enough to show him a large margin of profit. If he 
fails—then like the farmer he could move to “ free land,” and begin over 
again. Cost accounting in any scientific sense would have been as much 
out of place under such conditions of reckless production and abundant 
returns as a statistical bureau for recording births and deaths in a colony 
of mosquitoes. The modern movements of the conservation of natural 
resources and of scientific management of industry are indications, how- 
ever, that the old extensive methods must give way to the more highly 
civilized methods of intensive cultivation of both our farms and our 
manufactures. Systems of Cost-Keeping are appearing because the inten- 
sive method is being adopted. The extensive methods depended upon 
nature to overcome the handicap of man’s ignorance to supply a surplus 
return. The intensive method rests on man’s ingenuity and steady efforts 
to reduce waste and to promote efficiency under conditions of diminishing 
returns. This method demands records of past achievements in order 
that the manufacturers may have accurate data upon which to base meth- 
ods for saving time, labor and material. Therefore, correct cost-keeping 
is of vital importance to every manufacturing enterprise. 

Knowing that something is wrong in the management of their fac- 
tories, but not realizing the great change which industrial conditions are 
undergoing, many manufacturers have jumped at any plausible solution 
to their difficulties. As a consequence many firms have put in elaborate 
systems involving heavy outlays of capital. These cost systems in most 
cases, however, were nothing more than the shells into which a real sys- 
tem might have been put: the blanks and cards and filing cabinets in- 
volved so many details and the labor of so large a force of clerks that 
any possible gains in productive efficiency were swallowed up by the 
cost-keeping expense. Of course, such systems were discontinued and 
the whole subject of cost-keeping became distasteful to many concerns. 
From a practical point of view then simplicity is the first test of a cost 
system. Can it be easily adopted in a works and can its working be 
readily grasped by the average employee? The men in the factory who 
have the duty of carrying out the provisions of the system, will be sup- 
porters or antagonists to the system in proportion to their understand- 
ing of each step of the process which records the tangible results of their 
labor. This is an invaluable aid to the success of any cost system at the 
beginning. Closely connected with simplicity are convenience and time- 
saving. Clerical work should be reduced to the minimum consistent with 
the main object in view—namely, to ascertain at any moment the cost of 
any job at any stage of manufacture and to extract the cost of any part 
on completion for purposes of future statistical comparison of costs. 

Tested by these primary requisites the two books under review fulfill 
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all practical requirements. Each attacks the problem of cost-keeping 
from entirely different points of view. Mr. Bunnell is concerned with 
the general principles underlying the various departments of cost-keeping 
systems. Accordingly, the methods and forms used in his book have been 
selected from many sources, but condensed and improved after practical 
tests, so that they are fairly illustrative of the principles involved and yet 
readily adaptable to any business. Although there is abundant illustrative 
material throughout the book, yet it is submerged in the mass of explana- 
tory text, which describes the general principles, the elements of cost of 
manufactured products, the difficulties and methods of introducing a cost 
system, the various factory orders, the cost of material, labor and non- 
productive expense, the distribution of the burden, the completion of cor- 
rect burden rates, the method of taking inventory, the routine of cost- 
keeping, shipping summarizing and invoicing, the periodic reports, the 
proper use of the cost system. On the other hand, the Messrs. Pearn 
have given the public a valuable treatise in which the experience of one 
concern is used as the basis for illustrating a successful cost system. The 
theory of costs and their distribution or allocation is not considered. Only 
so much of a description is given as to make the various items in the nu- 
merous forms intelligible. There are in fact hardly twenty-nine pages of 
reading matter in connection with forty-two sheets illustrating the forms 
used in the engineering established. The various forms which are all filled 
out according to a scheme adopted from the beginning of the book, pertain 
to the various cost data for the manufacture of four classes of pumps. 
The kinds used are suggested by the divisions into which the authors 
separate their work for purposes of cost analysis: 

The Nomenclature and Registration of Patterns and Materials. 

The Recording and Analysis of Labor. 

Manufacture or Repetition Work. 

The Stores and Assembly Work. 

Contract or Special Work. 

‘hese two books are valuable contributions to the literature of cost 
accounting. No author has put forth the principles in a simpler language 
or in a more complete form than Mr. Bunnell. His method of handling 
the burden, distribution and computation of rates is an example of what 
can be accoinplished in the way of treating a difficult subject in a thor- 
oughly comprehensive manner, yet in a style free from technicalities. 
As an example of his style and at the same time as an indication of the 
author’s opinions on a point where most cost theorists differ, the follow- 
ing extract is given: 

“ Consideration will show that the first method of distributing burden, 
by a percentage on direct cost, is accurate where the materials handled 
are similar in general nature, and the labor cost is small in proportion. 
The second method, distributing burden by a percentage added to cost 
of direct labor, is satisfactory for small factories employing operatives 
whose output is reasonably proportionate to the wages paid; as would be 
the case where all labor is paid by piece rates, and all hands use similar 
hand tools or small machines. The third method is sufficiently accurate 
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for shops using workmen of various capacities, but all using the same 
class of tools or equipment. But a better system is required for the 
numerous cases where outfits of machinery and tools vary greatly in 
value and expense of operation. This is the multiple hour-rate method, 
by which different rates are charged for the several machines, based on 
their respective costs of operation. 

“The complete method, properly applied, produces cost-records which 
correctly show the effect of transferring a piece of work from one ma- 
chine to another, or from one worker to another. It insures that the 
factory shall be run with full knowledge of whether the necessary amount 
is being earned to provide for the maintenance of efficient equipment as 
machines wear out, or better ones are invented. It provides a system of 
burden rates so simple that careful though inexperienced clerks can keep 
correct cost-records, relieving the responsible accountant of all detail of 
this nature. It does all this by establishing for each machine an hour 
rate which represents closely the actual cost of operating that machine, 
maintaining its tools and accessories, and providing an appropriation 
which, during its probable life, will amount to the cost of replacing the 
present equipment by a new one. The accountant who follows this 
method of charging burden is constantly assured that the apparent profits 
are the real net earnings of the factory operation. With the gross cost 
of the factory orders computed by this method, the total of the gross 
costs of all the orders passed through the works in a given time is closely 
equal to the total expenditure for material, direct labor, sundries, burden, 
and administration; in short, the total expense of the factory organi- 
zation.” 

The value of the English publication rests in the concrete method em- 
ployed in presenting a special cost system. The forms given are of full 
size and conform to the actual ruling employed by the firm itself. There 
is much to be said in this method of describing a system no matter what 
limitations may surround the use of the forms or suggestions in adapting 
them to another man’s business. To a man who recognizes these limita- 
tions, this book of forms showing the actual entries and their relationship 
will prove itself to be worth many times the purchase price. 


HOW TO FIND MANUFACTURING COSTS AND SELLING 
COSTS, by Lestre Uncktess. Published by Modern Methods Pub- 
lishing Co., Detroit, Michigan, 1909. 

This little publication has all the ear marks of being written by a hard- 
headed practical business man. There is no attempt to discuss the prin- 
ciples of cost accounting in their relation to modern problems that have 
arisen under the stimulation of the industrial engineer. The author has 
taken the circumstances as he found them in the ordinary run of manu- 
facturing and selling organizations and has given a clear and common- 
sense statement of his methods of attacking the problems. One feels after 
reading this book as though he had been held in conversation by an old 
friend whose experiences have been much the same as our own; and for 
that very reason the topics never grow tiresome. 
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The straightforward method which the author pursues makes the book 
valuable to the beginner in the study of Costs for the ideas suggested 
will not take him afield too soon into the theory and debatable grounds 
which form the chief subjects of most books on Cost Accounting. 

Furthermore, Mr. Unckless gives more attention to “ selling costs” 
than most authors find space to allot to it. It seems, however, that a logi- 
cal treatment of manufacturing and selling costs would separate them for 
purposes of discussion. This the author has not done. 


Announcements 


The Washington state board of accountancy has announced the re- 
sults of examinations held at Seattle, May 26, 27 and 28 for certificates 
as certified public accountants. James H. Amick, S. Edwin Linz, and John 
J. McIntosh, all of Seattle; A. W. Barnes, of Bremerton, and A. A. Gray, 
of Vancouver, B. C., were the successful applicants. 

E. G. Shorrock, who has been the chairman of the board for some 
time, and has been a member since 1893, has tendered his resignation, 
and H. W. Carroll, whose term has just expired, does not desire to be 
reappointed, so that Gov. Hay now has two appointments to make to 
fill vacancies on the board. 

George Sheddon and Alfred Lister, of Tacoma, and C. P. Green, of 
Spokane, are the three remaining members. 


At the recent examination for the degree of Certified Public Account- 
ant held by the Louisiana State Board at New Orleans, Mr. Paul Havener 
and Mr. Claude C. Sandoz were successful candidates. Newspaper com- 
ment indicates that in order to bring the profession in the south on the 
same footing with that in the north, the examinations now have been 
made much harder than in the past. The Louisiana State Board is com- 
posed of Messrs. E. L. Chappuis, Charles E. Wermuth and Elkin Moses. 
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Legal Department 


Epitep By CHARLES W. GERSTENBERG, Pu.B., LL.B. 


The Legal Department of Taz JouRNAL oF ACCOUNTANCY is prepared to render a genuine 
service to its subscribers and readers, by undertaking to answer legal questions submitted to it. 
These questions, while they may be suggested by the problems that arise in the practice of our 
correspondents or by the more theoretical requirements of examination boards, should always 
be so stated as to call for single propositions of law. Whenever the Department receives a 

uery the correct answer to which may vary with many possible but unstated circumstances 
the correspondents will be asked to give the details or advised to consult local counsel. Reason- 
ably prompt — by the Department will be made by personal communication or 
the columns of THE JouRNAL. Address all communications to THE JoURNAL OF ACCOUNTANCY, 
Legal Department, 32 Waverly Place, New York City. 


RIGHT OF STOCKHOLDER TO COMPLAIN OF TRANSACTION 
CONSUMMATED BEFORE HE ACQUIRED HIS STOCK 


The Court of Appeals on April 25, 1911, decided the case of Pollitz vs. 
Gould et al., which has attracted a great deal of attention in legal and 
financial circles. The substance of the law, as established by this decision, 
is well set forth in a paragraph of the opinion of Judge Hiscock, which 
before we quote at length may be summarized as follows: In the absence 
of special circumstances, a stockholder may sue in behalf of the corpora- 
tion to avoid an improper transaction consummated at the expense of the 
corporation before he acquired his stock, The paragraph referred to is 
as follows: 

“A stockholder has an indivisible interest in the property and assets 
of a corporation, subject to the discharge of its obligations. This indi- 
visible interest, generally speaking, is represented by certificates of stock, 
and is transferred by their transfer. The general character of these cer- 
tificates, and the effect of their transfer in passing the interest of the 
holder, is too well established and understood to require any discussion. 
As an original proposition it would seem to be clear that a right of action 
by or in behalf of the corporation for fraud, to set aside a conveyance 
of its assets, or to avoid obligations imposed upon it, is part of its rights, 
property, and assets, in which a stockholder has this indivisible interest, 
transferable by the transfer of his certificates. I am unable to see any 
real or substantial distinction by virtue of which a stockholder, transfer- 
ring his certificates, would transfer all of his indivisible interest in bonds 
or real estate on hand, but would not transfer his interest in a right of 
action to recover bonds or real estate which had been fraudulently with- 
drawn from the possession of the corporation, and which it was entitled 
to recover; and if the subsequent holder, by acquiring the certificates, does 
acquire such latter interest, it seems to follow that he may, if necessary, 
in behalf of the corporation, assert and prosecute an action to protect 
and enforce the same.” 

This doctrine has been followed and is the law in the following States: 
New Hampshire, Illinois, Alabama, Montana, Idaho, Pennsylvania, and 
New Jersey. The contrary doctrine, that a stockholder cannot bring an 
action complaining of a transaction that occurred before he became a 
stockholder, is upheld in Georgia, Colorado, New Mexico, North Carolina, 
Iowa, Nebraska, and in the Federal Courts of the United States. 
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PLACE OF PAYMENT 


The Court of Appeals of the State of New York on May 30, 1911, 
decided an interesting case on the law of the place of payment of con- 
tracts when the parties reside in different states. Judge Chase wrote the 
opinion, and summed up the law of the place of payment as follows: 

“ The rules relating to the place where payments should be made upon 
contract have been established by long usage and can be stated briefly as 
follows: 

1. It is a general rule that a debtor must seek his creditor to make 
payment of his indebtedness. 

2. The parties to a contract may provide therein where payments 
thereon shall be made. 

3. Where a contract is made outside of the State in which the pro- 
misor resides and it does not, either by express terms or by fair infer- 
ence, provide where the same is to be performed, it will be presumed that 
the parties intend that it shall be performed at the place where it is made, 
and the promisor must provide at such place to make the payments 
therecn. 

4. Where a contract is made in this State either with a person then a 
resident of this State who afterwards removes therefrom or with a non- 
resident of this State, it is the duty of the promisee to provide a place in 
this State where payments thereon can be made, and it is not necessary 
for the debtor to go beyond the bounds of this State to make payments 
thereon. 

Where a person promises to pay specified amounts from time to time 
pursuant to a written contract, if he or the payee desire that the same be 
paid at a particular place, it is just as easy to specify in the instrument 
the place where as the time when such payments are to be made.” Weyand 
et al. vs. The Park Terrace Company (New York Law Journal, June 7, 


IQII). 


Annual Meeting of the Dominion Association 


The announcement has just been made that the Annual Meeting of the 
Dominion Association of Chartered Accountants will be held in Montreal, 
Friday and Saturday, September 8 and 9, 1911. An interesting program 
has been prepared and a large attendance is expected. 
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C. P. A. Question Department 


Conpuctep By Leo GrEENDLINGER, M.C.S., C.P.A. 


Criticism and exchange of ideas will clear many a doubt and at the same time improve 
shortcomings. To solve, compare, and criticise C. P. A. examinations, is the object of this de- 
partment. With the aid of suggestions and criticism from the professional brethren, it can un- 
doubtedly be achieved. Inquiries will be cheerfully answered. 


Following are two problems in Practical Accounting of the June, 1911, 
C. P. A. examination of the State of New York, with solutions: 


PROBLEM 1—(Part 1) 


The cost books of Factory A, the product of which is charged to the 
main office of the X. Y. Z. Co., at factory cost, show the following facts 
January I, I9gI0: 

Cash (imprest fund) $500; raw materials, $17,688.51; wages unpaid 
and distributed, $2,348.67; goods in process, at prime cost, $62,258.61, plus 
$11,352.75 for general expenses, and $9,007.50 for management charges; 
finished goods, $45,290.20. 

The invoices for purchases of raw materials for the year amounted to 
$78,375.65; wages paid, $133,041.27; management charges, $53,695; factory 
expenses, $36,967.08. The cash receipts for one year’s rent of loft were 
$1200, and for 11 months’ sale of power $330, the twelfth month being 
unpaid. 

The raw materials consumed during the period amounted to $64,188.33; 
management charges distributed $55,761.90; factory expenses distributed 
to costs amounted to $43,033.23. There was also a loss on machinery 
replacements of $107.50. 

The finished product output for the year amounted to $324,583.43, in- 
cluding all costs, and the transfers to the main office were $338,297.90. 

At the close of the period December 31, 1910, there remained unpaid 
and undistributed to goods in process the regular factory pay roll for 3 
days amounting to $2,857.93 and also 1500 hours of operative’s overtime 
at an average rate of 45 cents per hour, payable on a basis of 23 hours 
overtime as the equivalent of 34 hours regular time. 

Raise all the ledger accounts affected and show final trial balance. 


PROBLEM 3—(Part 1) 


Philip Jones, a citizen of New York State, died April 1, 1909, leaving 
a will appointing four executors. The will was probated May 1, 1909, 
showing the following bequests: 

X 4 share, B 4, Cysof the entire estate after payment of funeral ex- 
penses, debts, etc., a specific bequest to the A Hospital consisting of $20,- 
ooo and a parcel of improved property valued at $50,000. 

The inventory filed by his executors was as follows: 5% mortgage for 
$40,000, interest payable semiannually on June 30 and December 31; 500 
shares common stock of Industrial Company, par value $100, appraised @ 
110; 50-5% first mortgage bonds of A Railway Company, par value $100, 
appraised @ 104, interest payable semiannually on March 1 and September 
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I; accounts receivable valued at $20,000; cash in banks and on hand, $69,- 
250; household furniture and effects appraised at $5,500. 
The executors’ transactions were as follows: 


Casu REcEIPTS 


500 shares of Industrial stock sold @ $115 per share. 

45 first mortgage bonds sold July 1 @ $111 and accrued interest. 

Accounts collected, $18,500 (balance worthless). 

6% dividend on Industrial stock declared May 1, 1909. 

Interest on bank balances $1,300, of which $400 accrued prior to tes- 
tator’s death. 

Interest on bonds and also on mortgage duly collected. 

Rents collected $4,000, of which $1,500 accrued prior to death of 


testator. 
The household furniture and effects were taken by X at the appraised 
valuation. 
CasH PAYMENTS 


The inventory on December 31, 1909, the date on which the executors 
wish to render an accounting, is as follows: 
5% mortgage $40,000. 
Five 5% first mortgage bonds of A Railway Company. 
Interest on X’s advances amounts to $350 and on C’s advances $575. 
Prepare (a) a summary statement separating principal and income, 
(b) a statement showing amounts due beneficiaries, (c) a statement show- 
ing the commission due executors. 


SOLUTION TO PROBLEM I (Part I) 
AccouNT 


Main Office.......... $500.00 

Raw MATERIALS 
Main Office.......... $17,688.51 Manufacturing acc’t... $64,188.33 
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ACCOUNTS 


Main Office. ......... 
WAGES 
Main Office.......... $133,041.27 Main Office.......... 
3,802.93 Manufacturing acc’t.. . 
Regular pay roll...... 
1,500 hours overtime. . 
$136,844.20 
MANUFACTURING ACCOUNT 
Main Office.......... $62,258.61 Finished goods. ...... 
Raw Material........ 64,188 . 33 ES ae 
Management......... 55,761.90 
Factory gen.expenses.. 43,033.23 
$355,934.67 
$31,351.24 
Factory GENERAL EXPENSES 
Main Office.......... $11,352.75 


Power tenant charge. . 


Manufacturing acc’t.. . 


$48,319.83 


FINISHED Goops 


Main Office.......... $45,290.20 Main Office.......... 
Manufacturing acc’t... 324,583.43 
$369,873.63 
$31,575.73 
TENANT 
Factory gen. expenses. . $30.00 
MANAGEMENT CHARGES 
Main Office. ......... $9,007 . 50 Manufacturing acc’t... 
Main Office.......... 53,695.00 wes 
$62,702.50 
Balance............. $6,940.60 
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$107.50 


$2,348 .67 
130,692.60 
2,857.93 
945 .00 
$136,844.20 


$3,802.93 


$324,583.43 
31,351.24 


$355,934 .67 


$1,200.00 
330.00 


30.00 
43,033 .23 
3,726.60 


$48,319.83 


$338,297 .90 
31,575-73 


$369,873 .63 


$55,761 .90 
6,940.60 
$62,702.50 
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MAIN OFFICE ACCOUNT 


Rent received........ 1,200.00 Raw material........ 78,375.65 
Capital acc’ts (replace) 107.50 Management......... 53,695.00 \ 
Finished goods........ 338,297.90 Factory gen.expenses.. 36,967.08 
Unpaid pay roll....... 3,802.93 wo 
$448,176.57 $448,176.57 ‘| 
TRIAL BALANCE 
| $500.00 Capital accounts...... $107.50 
i Manufacturing ace’t... 31,351.24 Main Office accounts.. 102,089.57 
Factory gen. expense. . 3,726.60 ——_—_—— 
Management......... 6,940.60 
Finished goods....... 31,575-73 
$106,000.00 $106,000.00 


SOLUTION TO PROBLEM III (Parr I) 


' (a) SUMMARY STATEMENT OF THE EXECUTORS OF THE ESTATE OF PHILIP 
JONES, WHO APRIL I, 1909 


We charge ourselves : 
First, as to Principal, with— 


Amount of inventory........... $194,950.00 
Amount of increase, viz.: 
Industrial stock............. $2,500.00 
DOMES... 315.00 
Rent and interest accrued prior 
i to testator’s death......... 2,420.83 5,235.83 
Total charges, as to Principal... . $200,185.83 
Second, as to Income, with— 
i Amount of dividend on industrial stock...... $3,000 .00 
Amount of interest on advances............. 925.00 
Amount of interest on bank balances........ g00 .00 
Amount of interest on mortgage............. 1,500.00 
Amount of interest on bonds............... 66.67 
i Total charges, as to Income.............. 8,891 .67 
| ' Combined total charges, principal and in- | 
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We credit ourselves: 
First, as to Principal, with— 
Amount of testamentary expenses, viz.: 


Funeral expenses............ $2,000 .00 

Probating of will............ 335.00 

General legal services........ 1,000.00 
\ Rent of safe deposit vault... .. 50.00 

Care of cemetery lot, etc...... 500.00 
, Premium on executors’ bonds. . 100.00 $3,985.00 
| 

Amount of miscellaneous payments: 
Debts of deceased........... $12,865.00 


Amount lost on acc’ts receivable . $1,500.00 
Amounts advanced to legatees, viz.: 

| X., Cash advances. $12,000.00 

Interest on ad- 


Vanees...... 350.00 
Household fur- 
5,500.00 $17,850.00 


C., Cash advances. $20,000.00 
Interest on ad- 


Vances...... 575.00 20,575.00 38,425.00 
Total credits, as to Principal............. $57,800.00 
Second, as to Income, with— 
Amount of stationery, postage, etc........ 125.00 i 
‘ Combined total credits, Principaland Income........... $57,925.00 | 
Deduct: 
Executors’ commissions as per statement... $4,981.72 
Specific uest to “A” Hospital.......... 20,000.00 24,981.72 
Balance available for legatees consists of the 
following: $126,170.78 
A 5% mortgage for. .>..... $40,000 .00 
5 5% industrial bonds at 104. 520.00 


$126,170.78 


| (6) STATEMENT SHOWING AMOUNTS DUE BENEFICIARIES 


Total value as per inventory........ $194,950.00 
Total net increase, viz.: 
Increase, principal............... $5,235.83 
8,891.67 
| $14,127.50 | 
Less—Decrease............... 1,500.00 12,627.50 $207,577.50 
Disbursements, exclusive of advances: 
Testamentary expenses,.......... $3,985.00 
Miscellaneous payments.......... 14,015.00 18,000.00 
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Deduct: 
Executors’ commissions as per statement....... $4,981.72 
Specific bequest to “‘A’’ Hospital............. 20,000.00 24,981.72 
Balance available to legatees................... $164,595.78 
Remaining balance for distribution.......... $126,170.78 
X. is therefore entitled to 4, or................. $37,015.26 


$126,170.78 


(c) STATEMENT SHOWING AmMouNTS DUE EXECUTORS FOR COMMISSIONS 


4 Total value of estate as per inventory........... $194,950.00 
Total net increase (as shown in Statement b)...... 12,627.50 
if __ 
Deduct: 
: Specific bequest to ‘‘A”’ Hospital............. $20,000 .00 
: Inventory on hand at the time of rendering this 
i Balance on which commissions are to be com- 
4 Allowing 5% on the first $1,000.00.............. $50.00 
Allowing 214% on the first $10,000.00........... 250.00 | 
Allowing 1% on the balance of $136,057.50....... 1,360.57 
$1,660.57 | 


As the value of the estate is over $100,000.00 and there are four ex- 
ecutors, three single commissions are to be allowed to be divided among 
the four executors. 

The total commission is therefore $4,981.72 and each individual execu- 
tor’s share is $1,245.43. 


CoM MENTS 


The first problem compares favorably with a similar problem set by 
the Board at the June, 1907, examination. It is a very simple yet logical 
test problem. In fact it is the simplicity that makes it desirable for tests 
of this character. 

The solution to the problem is self-explanatory with perhaps one or 
two exceptions. The facts, as disclosed on January 1, 1910, are debited 
to the respective accounts, and the total—unpaid wages excluded—is cred- 

ited to the Main Office account under “ sundries.” The unpaid wages are 
' credited in the Wages account and the Main Office account is debited for 
the accrued figure. 

The loss sustained on the replacement of machinery is charged to the 
i Main Office account, and credited to “ Capital Accounts.” As the factory 
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books deal with the cost of materials consumed, etc., and not with all 
operations, this is the only logical method of treatment of this item. 

Like the first problem the third one indicates consideration on the part 
of the examiners. The problem is rather lengthy—as all estate propo- 
sitions are bound to be—and therefore it calls only for a summary, but 
not for schedules. 

The solution to this problem is so arranged and worded as to make it 
clear and comprehensive. 

In Statement (b) in determining each legatee’s share, the balance of 
$164,505.78 was taken as the basis for distribution; from the distribution 
share was deducted each legatee’s advances. 

In Statement (c) it will be noticed that the specific money bequest to 
the “ A” Hospital was deducted. This is based on various court decisions 
where it was held that: “ No compensation can be allowed an executor 
for receiving or delivering a specific legacy.” Schenck vs. Dart 22 N. Y. 
420; Matter of Robinson, 37 Misc. 336. 

That a money legacy can be made specific is indicated by the decisions 
in the matter of Getman, 128 App. Div. 767 and Matter of Delancy, 133 
App. Div. 409. In the above cases it was held that when the money is 
described by the testator so as to enable the legatee to point it out to 
the executor as in a particular place, chest, bag or purse, or in some per- 
son’s hands, so that it can be delivered in specie, it is a specific legacy. 

In view of the fact that the testator left $69,250.00 in cash with banks 
or on hand and the problem reads that the bequest is specific, we take it 
for granted that the money must have been clearly indicated in the will 
and therefore do not allow commission on it. 
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Milwaukee Bureau Issues Report 


“The Milwaukee Bureau of Economy and Efficiency is engaged in a 
municipal survey along the lines of the Pittsburgh Survey and the ac- 
tivities of bureaus cf municipal research of other cities, but is of broader 
scope than either. This survey has two principal sections, the first, a 
study of the social and economic conditions within the city; the second, a 
study of the economy and efficiency of municipal departments. 

“ The social survey inquires widely into the conditions of living within 
the city. Studies are being made of health and sanitary problems, hous- 
ing conditions, accidents to workmen, standards of living, and kindred 
subjects, and definite plans will be proposed for the advance of the city 
to the best social conditions. The survey of business efficiency inquires 
into the organization, administration, accounting, finance, business prac- 
tice, construction, and operation work performed by the various depart- 
ments of the city government, and will work out economical and efficient 
business systems for these departments. 

“ Beyond its work is for the city departments, the Bureau seeks to be- 
come a part of the general movement for the advance of the city along 
material and social lines, and co-operates to this end wherever possible 
with local business, industrial, civic, and social organizations and with 
state and national organizations of similar character.” 

The studies of the Bureau are now in progress and the results are 
awaited with much interest. 
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